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Eugene R. Black is President and 
Chairman of Executive Directors of 
the International Bank for Reconstruc- 
tion and Development, having been as- 
sociated with the Bank since 1947. 
Previous to that year he was for some 
time Vice President of the Chase Na- 
tional Bank of New York. The period 
of his presidency of the International 
Bank encompasses nine of the twelve 
years of its existence. A chief interest 
of his during this time has been the 
increase of the Bank’s available funds 
and expansion of its market. As a re- 
sult of this concern for enlargement, 
the funded debt has increased, in the 
last decade, from $254 million to $1,660 
million. Membership in the Bank has 
grown from 47 to 68 since its inception, 
and 47 member countries or territories 
have received from it loans to further 
their economic growth. 

Topics related to the function and 
scope of the institution are treated in 
the present article, which is an adapta- 
tion of an address delivered before the 
Economic Club of Detroit, at a lunch- 
eon held in his honor on April 20, 1959. 


Malcolm L. Denise has been General 
Industrial Relations Manager of the 
Labor Relations Department of the 
Ford Motor Company since 1955. As 
such, he is a key member of a national 
negotiating team, and helped to draft 
the three-year Ford-UAW agreement 
of September, 1958. As a student at 
the University of Michigan, he was an 
editor of the Michigan Law Review; 


he holds the Bachelor’s degree and that 
of Doctor of Jurisprudence from the 
same institution. In 1951-52 he was 
an industry member of the Wage Stabi- 
lization Board, and is now active in 
numerous organizations and advisory 
groups in the industrial field. 


Burleigh B. Gardner is Executive Direc- 
tor of Social Research, Inc. He holds a 
Doctor’s degree in Social Anthropology 
from Harvard. He was formerly Asso- 
ciate Professor in the School of Busi- 
ness, Lecturer in the Executive Pro- 
gram, and Executive Secretary of the 
Committee on Human Relations in In- 
dustry at the University of Chicago. 
His best known works are Deep South, 
with Allison Davis and Mary B. Gard- 
ner and Human Relations in Industry, 
with David Moore. 

In his present work at Social Re- 
search, his interest is directed toward 
gaining business acceptance of the 
social sciences, and toward publicizing 
its application in the field of motiva- 
tional research. He was Visiting Pro- 
fessor and Consultant in the College of 
Business and Public Service, MSU, in 
the spring of this year. 


John M. Hunter is professor of Eco- 
nomics, MSU; during his present leave 
he is Director, Centro de Estudios sobre 
Desarrollo Economico, Universidad de 
los Andes, Bogota, Colombia. His Mas- 
ter’s and Doctor’s dissertations at Har- 
vard both dealt with South American 








economic problems, which remain one 
of his chief interests. He has been a 
member of MSU’s Vietnam Technical 
Assistance Team, and Deputy Advisor 
in the Economics Section of that proj- 
ect. Among his numerous writings are 
articles in both Spanish and Vietna- 
mese. 


Leon H. Keyserling was Chairman of 
the Council of Economic Advisors to 
the President of the United States 
from 1950 until 1953, having previous- 
ly served four years as Vice Chairman 
from the inception of the Council in 
1946. Before that date he had held 
high government office with the Hous- 
ing Authority and the National Hous- 
ing Agency; he had also been legisla- 
tive assistant to Senator Wagner and 
a consultant to the Senate Committee 
on Banking and Currency. These ac- 
tivities, together with his teaching at 
Columbia, research for the Rockefeller 
Foundation, and writing in the fields 
of law and economics have made his 
name familiar to the public. He is now 
a consulting economist and attorney in 
Washington and also President of the 
Conference on Economic Progress. 

The present article is adapted from 
his testimony before the Joint Eco- 
nomic Committee of Congress, March 
24, 1959. 


Edward Sussna received his M.A. and 
Ph.D. degrees from the University of 
Illinois in the field of economics. He 
has taught at Illinois, William and 
Mary, and Lehigh, and is at present 
Assistant Professor of Industry at the 
University of Pittsburgh. His current 
research interests lie in the area of 


labor relations, arbitration and the 
wage structure. 


Pedro C. M. Teichert brings to the 
subject of investment in Latin Amer- 
ica the advantages of fourteen years’ 
residence in that area. He holds the 
Bachelor’s and Master’s degrees from 
Mexico City College, and received his 
Ph.D. at the University of Texas. 
Among his publications is the recent 
Economic Policy Revolution and Indus- 
trialization in Latin America (Bureau 
of Business Research, University of 
Mississippi), which has appeared in 
both English and Spanish. The author, 
who is Professor of Economics at the 
University of Mississippi, prepared the 
present article with the aid of a Fac- 
ulty Research Grant from that institu- 
tion. 


C. W. Ufford is Director of Industrial 
Relations, the Warner and Swasey 
Company, Cleveland, Ohio. His expe- 
rience in the industrial relations field 
has been both practical and theoretical, 
for he has taught and supervised pro- 
grams for personnel specialists in col- 
leges and universities, and has also 
counseled hundreds of different com- 
panies, in the United States and 
abroad, on all phases of personnel man- 
agement and industrial relations. He 
has also written extensively for busi- 
ness and professional journals on var- 
ious aspects of his field. 

The present article is adapted from an 
address given in October, 1958, to the 
Fifth Annual Personnel Institute held 
under the joint auspices of the Ameri- 
can Society for Personnel Administra- 
tion and the Labor and Industrial Re- 
lations Center, MSU. 











LEON H. KEYSERLING 


The Three Basic Purposes 


of an Economic System 


The basic reappraisal of American 
economic thought and action at mid- 
century now being undertaken by the 
Joint Economic Committee has not 
only domestic but worldwide signifi- 
cance. While this reappraisal has been 
called for most insistently since the 
launching of the first sputnik, it has 
been needed for a very long time. The 
advent of the great depression caught 
us unprepared. The changes in econom- 
ic thought and action during the period 
of recovery therefrom were useful but 
not sufficient. They produced only an 
incomplete recovery prior to World 
War II, and in any event they are not 
entirely relevant to the problems of 
midcentury. The economic thought and 
action applied during World War II, 
and to an extent during the Korean 
war, have been largely sloughed off 
since then. While to an extent this has 
been appropriate, the lessons of war- 
time experience are not being applied 
sufficiently today. Thus we now find 
ourselves, despite the presence of prob- 


e to achieve optimum growth 
e to apportion production wisely 
e to maintain economic justice 


lems as critical and demanding as any 
the nation has ever faced, with a dan- 
gerous lack of systematic economic 
thought and action attuned to the 
times. 

We are still indulging in classical 
economic approaches which never cor- 
rectly described nor adequately dealt 
with the problems of the periods in 
which these approaches were original- 
ly developed, plus economic approaches 
which were once valid but are now out- 
dated, plus pseudoeconomic approaches 
which are mere shibboleths or slogans 
to incite emotions or to take political 
quick tricks rather than to achieve 
effective action. The people and the 
nation have paid dearly, and are likely 
to pay even more dearly, if this indul- 
gence continues. 

I shall divide my presentation as 
follows: (1) An attempted restatement 
of basic economics for the midcentury ; 
(2) an analysis of the main respects 
in which we have departed in thought 
and action from this basic economics. 
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A RESTATEMENT 


It seems to me that the three great 
purposes of practically any economic 
system, including ours, at the midcen- 
tury are these: 


@ To achieve steady and optimum 
economic growth in real terms. This 
means calling forth the maximum use 
of our productive capabilities, includ- 
ing manpower and brains, technology 
and science, and natural resources. 
This comports with my interpretation 
of the maximum production and maxi- 
mum employment objectives of the 
Employment Act of 1946. The whole 
history of economic progress has been 
founded upon the use of improved 
technology to increase production, and 
especially to increase production per 
capita. The faster a nation does this, 
the stronger it becomes in an economic 
sense, and the better able to do what 
it needs to do, unless it is burning it- 
self out by going so fast that it depletes 
its resources. We are in no foresee- 
able danger of following the latter 
course; 


@ To apportion our total national 
production wisely, in accord with rela- 
tive priorities of needs, so that we do 
not get what we need least at the ex- 
pense of what we need most. While 
the utilization of our total resources is 
now so slack that to talk about a 
choice between more consumer gadgets 
and more of the things we need most 
is a fundamental misstatement of our 
current problem, nonetheless we must 
always make sure that we do not get 
more gimcrack gadgets and less de- 
fense, international economic coopera- 
tion, and schools; 


@ To combine economic progress 
and efficient use of resources with eco- 
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nomic justice, as the American people 
understand economic justice. To illus- 
trate, the first two great purposes 
might be attained, even while the farm 
population lived by eating the economic 
crumbs. 


I am prepared to challenge any eco- 
nomist to indicate how we could fall 
short in any of our valid economic 
purposes, if these three great purposes 
are adequately achieved. For exam- 
ple, any particular inflationary trend 
could be challenged only on the ground 
that it interfered with or threatened 
one of these three great purposes. 
Further, these three great purposes 
interpenetrate. For example, it is un- 
likely, within the contours of the 
American economy, that we can meet 
the priorities of our national needs 
without an optimum rate of economic 
growth. It is also unlikely that we can 
maintain an optimum rate of economic 
growth without meeting these great 
priorities of our national needs, or 
without maintaining a distributive sys- 
tem which accords with our concepts 
of economic justice. 


The Basic Conditions 


The basic conditions for achieving 
these three great economic purposes 
may be stated fairly simply. I do not 
think that the desire or initiative or 
enterprise is lacking among our people 
and their various privately organized 
efforts to move consistently toward 
these three great purposes. Certainly, 
our public institutional devices and our 
system of free government are equal 
to their share of the task. However, 
the central economic condition for the 
accomplishment of these three great 
purposes, by no means yet achieved, is 
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that there be a balanced development 
of (a) investment in the means of ex- 
panding production and (b) the pri- 
vate and public consumption — mean- 
ing public demand for goods and serv- 
ices — at balanced growth rates which 
call forth maximum use of total re- 
sources and optimum economic growth. 

I stress this, because it is quite pos- 
sible to have an equilibrium between 
investment and consumption at levels 
far below maximum use of resources 
and optimum economic growth. 
Chronic excessive unemployment is 
quite conceivable, and in fact we have 
been suffering this for a number of 
years and are now in danger of its 
persistence for a long time ahead. 
Further essential conditions for the 
achievement of these three great eco- 
nomic purposes are that the distribu- 
tion of investment be well-balanced; 
that the distribution between private 
and public consumption be consistent 
with meeting sufficiently, but not ex- 
cessively, the great priorities which 
depend upon public programs; and 
that the distribution of both private 
consumption and public services be 
consistent with the advancement of 
economic justice. 


Maximum Purchasing Power 


These salutary economic conditions 
depend mainly upon maximum pur- 
chasing power, as I interpret the true 
meaning of that term in the Employ- 
ment Act of 1946. The division of 
purchasing power between spending 
and saving is merely a facet of this 
problem, since saving at one point 
usually needs to flow into spending at 
some other point to prevent unemploy- 
ment. Maximum purchasing power is 
therefore a volume and distribution of 


effective purchasing power which 
brings the various types of private 
and public spending into line with an 
investment and consumption pattern 
consistent with the achievement of the 
three great purposes of our national 
economic life as I have set them forth 
initially. 

This flow and distribution of pur- 
chasing power is affected by all basic 
national economic policies, including 
public spending and taxation, mone- 
tary policy, and various other pro- 
grams including some regulatory pro- 
grams. Other public programs, in- 
cluding for example the social security 
system and the wage and hour legisla- 
tion, importantly affect the private 
flow of purchasing power. In the field 
of private economic activity, prices 
and wages and profits, and in fact 
practically all conscious private eco- 
nomic policies or automatic private 
adjustments, are primarily significant 
in terms of their bearing upon income 
flow and distribution as these in turn 
affect the three great purposes of our 
national economic life. It should be 
added that public and private develop- 
ments interact—a fact insufficiently 
dealt with by current economics. 
Public policies influence private eco- 
nomic decisions. And private eco- 
nomic decisions can to a large extent 
“decompensate” for or cancel out 
changes in tax policy or other public 
policies. 


OUR GROSS DEPARTURE 
FROM BASIC ECONOMICS 


Except in wartime, it is my view 
that most of our economic difficulties 
and shortcomings have resulted pre- 
ponderantly because our economic 
thought and action have departed 








10 BUSINESS TOPICS 


seriously from the basic economics out- 
lined above. This point is so impor- 
tant that I shall now set forth what 
seems to me the outstanding depar- 
tures, which have done and are still 
doing so much damage. 


(1) We have thoroughly confused 
ends and means, which results in a 
sacrifice of ends, and also results in 
the choice of the wrong means. We 
have not set forth clearly and quanti- 
tatively, on both a short-range and a 
long-range basis, the three great pur- 
poses or ends of our economic life. 
Consequently, we have had no effective 
way of attuning means initially to the 
attainment of these ends, nor of read- 
justing these means pragmatically and 
quickly when we see that they are 
improperly attuned to these ends or 
when changing domestic or world cir- 
cumstances require that we reevaluate 
the relative priorities of the ends 
themselves. Instead, in public spend- 
ing policy, tax policy, monetary policy, 
and other policies, we frequently apply 
criteria of judgment in a vacuum un- 
related to the ends. 

We tend to talk about budgetary 
surpluses or deficits as good or evil in 
themselves, when they are nothing of 
the sort. 

We debate endlessly about the rela- 
tive trends in wages and prices and 
profits, without examining what rela- 
tive trends are conducive to the three 
great purposes of our national eco- 
nomic life, and without recognition 
that the same relationships among 
wages and prices and profits—either 
in terms of absolutes or of trends—are 
not desirable at all times under all 
circumstances. 

We think that we have proved a lot 
when we show that the upward move- 
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ment of prices in recent years has been 
in the administered price area, with- 
out considering in general whether an 
administered price system on the aver- 
age serves our economy better than a 
price system which is competitive to 
the point of irrationality, and without 
considering specifically just how an 
administered series of price increases 
have impacted upon our great eco- 
nomic purposes or whether a different 
set of developments would have worked 
better. 

We assume that stability of the gen- 
eral price level is most conducive to 
the fulfillment of our three great eco- 
nomic purposes, or we even assume 
that general stability of the price level 
should be regarded as a prime eco- 
nomic objective on a parity with all 
others. While I share the view that 
general stability of the price level is 
desirable and reasonably attainable, I 
believe that bad price results and bad 
economic results both ensue from put- 
ting price stability on an absolute 
parity with all other economic objec- 
tives. Giving price stability more 
weight than all other considerations is 
disastrous. A careful examination of 
our economic experience, over many 
years, seems to indicate clearly that 
distortions in the price and income 
structure are far more serious a prob- 
lem than the absolute levels or trends 
of prices per se. It is noteworthy, in 
this connection, that by far the great- 
est economic calamity in our history 
resulted from distortions in the income 
and investment-consumption structure 
despite a remarkably stable price level, 
except for falling farm prices. 


(2) We have not developed and put 
to use a systematic and integrated 
portrayal of the capabilities and needs 
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of our economy as a whole, and meas- 
ured both ends and means in terms of 
this complete tableau. I am firmly con- 
vinced that to do this was the original 
intent of the Employment Act of 1946, 
but the departure from this intent has 
become progressively worse in the ad- 
ministration of this act and in the 
Economic Reports of the President 
thereunder. But this damaging defi- 
ciency is not chargeable only to the 
Administration. With a few notable 
exceptions, American economists in 
general, as this committee from long 
experience must fully recognize, have 
become segmental specialists who try 
to study more and more about less and 
less, instead of helping us to obtain a 
comprehensive view of ends and 
means. The shibboleths and slogans 
which affect economics are so preva- 
lent among laymen because they have 
become so prevalent among the pro- 
fessionals. 

The building of so-called economic 
models has been a partial step in the 
right direction, but it is only in its 
initial stages. The models are usually 
used to depict where we ought to go in 
future. But they are seldom used to 
make a discerning analysis of the past, 
by examining carefully what went 
wrong, and where actual performance 
departed from the model. Possibly 
one of the reasons why many econ- 
omists have been reluctant to do this 
is that it would force them to call a 
spade a spade, and to indicate certain 
misbehaviors of private and public 
economic policy which would involve 
them in controversy or cause them to 
be called “politicians”. Until we get 
down to this kind of analysis of past 
developments, the models do not serve 
one of their main purposes. 
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Insofar as these models are used to 
look toward the future rather than the 
past, they are not usually equated suf- 
ficiently with quantitative policy rec- 
ommendations to tell us just what kind 
of private and public means will carry 
us forward toward the glowing objec- 
tives. Another difficulty with the 
models looking toward the future is 
that they are generally too aggregative 
in their approach. They tend to as- 
sume that, if we need to achieve a 
certain gross national product, a defi- 
ciency in consumption can be made up 
for by an expansion of private invest- 
ment or public outlays, or vice versa. 
This is quite superficial, because it 
neglects the problem of workable 
equilibrium, and also tends to neglect 
the great priorities of our national 
needs. 


(3) In fiscal policy, our thought and 
action are among the most serious de- 
partures from basic economics as I 
have defined it. The current propa- 
ganda that federal spending is per se 
odious, that any and all downward 
trends in federal spending are desir- 
able per se, and that private spending 
for more luxurious resort hotels on 
Miami Beach is per se preferable to 
public spending for schools or river 
developments, is hardly worthy of 
serious comment. 

But even what is now called the 
modern or advanced view of fiscal 
policy has many superficial and there- 
fore harmful aspects. The customary 
formulation that we should run a 
budget surplus when productive re- 
sources are overstrained, and run a 
deficit when there is excessive eco- 
nomic slack, is a risky generalization 
when not subjected to further refine- 
ment. 
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For example, there is a tendency to- 
ward the view that, if a change in the 
net budgetary position is desirable, it 
makes little difference—aside from 
practical political considerations — 
whether this change is accomplished 
through a change in spending rates or 
a change in tax rates. One defect in 
this position is the assumption that a 
change in spending or tax rates will 
automatically produce a change in the 
net budgetary position, without regard 
for the impact of both spending and 
taxation upon the general economy. 
The major defect in this position, in 
my view, is that it disregards the sec- 
ond of the three great purposes of our 
economic life, namely, the allocation of 
a sufficient quantity of our total pro- 
ductive resources to the great priori- 
ties which require public programs. 
Such a position, indeed, confuses and 
misstates the respective purposes of 
public spending and taxation. 


Spending 


The real purpose of federal spend- 
ing is not primarily to stimulate or 
repress the economy, nor to achieve a 
budget balance. The towering central 
purpose of Federal spending is to al- 
locate a sufficient proportion of what 
our total national output would be, 
under conditions of maximum employ- 
ment and production and optimum 
economic growth, to the great priori- 
ties of our national security and 
domestic public needs which can be 
served only by federal spending, or 
served better by federal spending than 
in some other way. This means that 
the level of federal spending should be 
determined by estimating first the 
total potential output of our economy 
under optimum conditions, and then 
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deciding as a matter of national policy 
what part of this output we want to 
allocate through federal spending to 
various national priority purposes. 

Of course, this allocation should take 
account of the impact of federal spend- 
ing upon the three great purposes of 
our economic life, and not upon just 
one of them. It should also take ac- 
count of our traditional concepts of 
the division between private and pub- 
lic efforts under our kind of economic 
system, although we should not freeze 
this concept to the point where it 
jeopardizes our national security or 
starves essential domestic programs. 
We were realistic about this in war- 
time, and we should always be realistic 
about it, even though the results ar- 
rived at would be very different in 
other times than in wartime. 

If the national economy as a whole 
is performing far below optimum 
levels and has large slack resources, 
this is certainly no reason for reducing 
or holding federal spending to levels 
below those arrived at by the methods 
suggested above. It is preposterous 
beyond words to sacrifice national 
priorities when idle resources are 
available to produce them, just be- 
cause a slack economy is not yielding 
enough tax revenues to cover all of the 
bill. Moreover, this preposterous pro- 
cedure compounds the general econom- 
ic difficulties of a slack economy instead 
of reducing these difficulties, and thus 
is bad even for the net position of the 
federal budget in the long run. 

On the other hand, if our economy 
is functioning above optimum use of 
resources, with excessive strain upon 
productive capabilities, the level of 
federal spending should not be reduced 
or held below the levels arrived at by 
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the methods suggested above. Any 
such procedure would be tantamount 
to the false assumption that the pur- 
poses served by the federal budget 
have a lower priority than those served 
in other ways. That kind of assump- 
tion is the height of folly, once we 
properly define the federal budget as 
the greatest single identification of— 
and the greatest single instrument for 
—what we need to do together as a 
nation. If the pressure on our produc- 
tive capabilities makes it desirable 
that we cut back somewhere, appro- 
priate measures should be adopted to 
reduce or restrain other types of spend- 
ing of a lower priority than the federal 
budget, so that the great purposes of 
our national economic life may not be 
sacrificed while secondary purposes 
prevail. 

A corollary of this position is that 
federal spending should be projected 
on a long-range basis, covering a pe- 
riod of far more than one year. It 
should be advanced from year to year 
in absolute terms because of the grow- 
ing needs of a growing population; and 
because, if our economy grows ade- 
quately in the overall, it should not 
grow least in the things we need more 
of most. Even so, with an optimum 
rate of general economic growth, such 
federal spending may decline as a per- 
centage of total national production. 

I believe that such a federal spend- 
ing policy would be a much wiser eco- 
nomic policy for growth, and also a 
much better counter-cyclical policy in 
the long run, than the application of 
the viewpoint that federal spending 
should be adjusted upward and down- 
ward, depending upon shifts in general 
economic conditions. Such an upward 
and downward adjustment is irration- 
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al in terms of our national priorities, 
and is ineffective even as a stabiliza- 
tion device because it usually occurs 
too late or does not occur at all. It is 
true that, in the advent of a real de- 
pression, we might want to lift fed- 
eral spending even above the levels 
arrived at by the methods suggested 
above; but it is unlikely that we shall 
have to deal with this problem in the 
foreseeable future. 


Taxation 


Federal taxation represents an en- 
tirely different problem. Taxation, un- 
like public spending for needed pur- 
poses, has little or no positive value 
per se. While it is often said that tax- 
ation may help to improve income dis- 
tribution, it is really the spending that 
puts income where it is needed; the 
taxation is for other purposes. Thus, 
the real purpose of federal taxation, 
after the level of federal spending is 
appropriately determined, is to use 
taxation as a means of helping to 
achieve the desirable flow of income 
and purchasing power in facilitation 
of the three great purposes of our na- 
tional economic life. If we are threat- 
ened with excessive pressures upon 
even optimum use of our resources 
(that is, inflationary pressures jeop- 
ardizing the maintenance of optimum 
growth and economic justice), then 
taxation should be high enough to run 
a budgetary surplus. If we suffer from 
large unemployment of plant and man- 
power, then taxation should be at levels 
which result in a deficit. In other 
words, it is tax policy, and not spend- 
ing policy, which should be used to deal 
with the stabilization problem. 

I believe also that we should pay 
more attention to the composition or 
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incidence of the tax burden, as distin- 
guished from the total size of the tax 
take. Even from the viewpoint of 
combating those kinds of inflationary 
trends which can be dealt with by fiscal 
policy, I think that the nature of tax- 
ation is very important. A deficit aris- 
ing from one composition of taxation 
may be less inflationary than a surplus 
arising from another composition of 
taxation. The same comment applies 
when the purpose of taxation is to 
stimulate rather than to restrain the 
economy. And the incidence of the tax 
burden has great bearing upon relative 
rates of investment and consumption, 
and also upon equity and economic 
justice. The aggregative approach to 
fiscal policy, with insufficient emphasis 
upon composition, is one of the gravest 
defects in our current economic thought 
and action. 


Debt and Surplus 


One more point on fiscal policy. I 
believe that, if both federal spending 
and federal taxation were adjusted 
properly to the attainment of the three 
great purposes of our national eco- 
nomic life, the results in the long run 
would be federal surpluses, providing 
some funds for reduction of the na- 
tional debt. At the very least, we 
would average smaller federal deficits 
than we have been averaging through 
the neglect of the three great purposes 
of our national economic life. This 
should be comforting to those who 
want to balance the budget and reduce 
the national debt, even though for my 
money I would be willing to run either 
surpluses or deficits if they were con- 
tributive to the optimum achievement 
of the three great purposes of our na- 
tional economic life. 
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It is not entirely clear that the na- 
tional debt, if well managed, is not a 
national asset, or that it is undesirable 
for the national debt to grow absolute- 
ly in a growing economy, even while 
it shrinks in proportion to the size of 
the total economy. Why, in a growing 
economy, is it desirable that only pri- 
vate debt should grow? Certainly, in 
any event, we should gear fiscal policy 
to the three great purposes of our 
economic life, instead of conducting it 
in a vacuum, or in a space filled only 
with prejudices and preconceptions. 


(4) The same strictures apply even 
more vigorously to monetary policy. 
Our monetary policy in recent years 
has indeed been a farrago by any test. 
Monetary policy, in recent years, has 
been used contrary to all of the three 
great purposes of our economic life; 
and it has been inflationary to boot. 
The tighter monetary policy of 1952- 
53 was not needed to combat inflation, 
because price stability started in early 
or late 1951. But this tighter mone- 
tary policy did contribute to the reces- 
sion which developed in 1954. Con- 
trary to the frequent assertions that 
the economic upturn of 1954-55 was 
too great, and that monetary policy 
was too loose to curb it, this upturn did 
not carry us back to an optimum level 
of production; and an excessively re- 
strictive monetary policy contributed 
to a severely contracting rate of eco- 
nomic growth during the period 
1955-57, 

In early 1957, the tight money policy 
was defended on the ground that it 
was needed to restrain a classic excess 
of demand over available supplies, 
when in fact there was already far too 
much economic slack, and when some 
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of us were pointing out that a reces- 
sion was clearly on the way. Some of 
us also pointed out that the only kind 
of price inflation then in being was 
administered price inflation, and that 
the monetary policy was not suited to 
dealing with this kind of inflation. But 
the Federal Reserve Board insisted 
that there was really no distinction 
between administered price inflation 
and excessive demand inflation. The 
Federal Reserve Board also insisted, 
in early 1957, that the tight money pol- 
icy was needed to induce consumers to 
save more so that more funds would 
be available for investment in plant 
and equipment, when in fact at that 
time the investment boom in plant and 
equipment was seriously outrunning 
private consumption and public de- 
mand. Meanwhile, total investment in 
early 1957, including investment in 
housing, State and local public invest- 
ment in essential facilities and serv- 
ices, and investment opportunity on 
the part of small business, was running 
much too low to be consistent with the 
maintenance of the economic advance 
and the avoidance of recession. Thus, 
the tight money policy in early 1957 
based upon a fundamental misreading 
of the economic situation, repressed 
the kind of investment which was al- 
ready too low, repressed consumption 
which was already too low, and did 
nothing to restrain the boom in plant 
and equipment which was curbed only 
by the growing deficiencies in private 
and public consumption relative to pro- 
ductive capabilities. And the admin- 
istered price increases were stopped 
not by the tight money policy; they 
were stopped belatedly by the most 
serious economic recession since World 
War II. 
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Now in early 1959, the Federal Re- 
serve Board is at long last talking 
about the evils of administered price 
inflation almost a year after this kind 
of inflation has ceased, and is finally 
admitting that the monetary policy is 
not suited to deal with this type of 
inflation. The Federal Reserve Board 
is actually saying now that the mone- 
tary policy, if applied to this type of 
inflation, would only aggravate the dis- 
tortions it creates. Nonetheless, the 
Federal Reserve System is now again 
tightening up on money further, when 
there is still a tremendous slack in the 
economy; when unemployment is ac- 
tually rising; when the states and lo- 
calities are in dreadful difficulties with 
respect to financing their vital activi- 
ties; when overall investment, includ- 
ing investment in plant and equipment, 
is not expanding sufficiently to restore 
maximum prosperity; and when the 
only type of foreseeable inflation is a 
revival of administered price inflation 
in steel and other key industries long 
before they return to reasonably full 
utilization of their productive capabili- 
ties. 

To be sure, there is need for the se- 
lective and discriminating application 
of monetary policy. But the blunder- 
buss methods of the Federal Reserve 
System are again aggravating the dis- 
tortions in the credit and investment 
and income structure which are even 
more serious than the absolute levels, 
and again in the overall are repressing 
production and employment although 
the urgent need is for expansion. 
Monetary policy so clearly divorced 
from the three great purposes of our 
national economic life needs thorough 
reconstruction, and instead of being 
independent needs to be vigorously 
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integrated with the economic policies 
of the executive branch. It also needs 
to be more thoroughly supervised by 
the Congress. 


(5) The final departure from basic 
economics is insufficient stress upon 
long-range policies and programs. We 
are constantly seeking to make random 
' and improvised adjustments to im- 
mediate situations. The idea seems to 
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morrow will take care of itself. I 
think it is more nearly a fundamental 
truth that, if we take care of tomor- 
row, today will take care of itself. A 
family plans years ahead, a business 
plans decades ahead, and yet as a great 
nation we are trying to live from day 
to day. We cannot meet our domestic 
problems this way, and we certainly 
cannot meet the totalitarian challenge 


be that, if we take care of today, to- this way. 


» & , Economy: The Utter | 
Henidat The Sit 


The primacy of the American economy, in its productiveness which yielded 

a per capita income in 1949 higher by 67 per cent than that of the country 

ranking second (Canada) and in the opportunities it affords to individuals, | 
is well recognized. Its defects—susceptibility to business cycles, a high 

degree of personal insecurity, inequality of wealth, concentration of eco- 
nomic power, waste of natural resources, ugly and vulgar manifestations— 

are linked with its virtues. The drive to produce contributes to business 

cycles and often ignores aesthetics; individual opportunity implies a risk 

of failure and a chance of accumulating great wealth and power; high 

wages encourage expenditure (or ‘waste’) of materials instead of labor. 

Few Americans would be willing to sacrifice the virtues of their economy 

in order to get rid of its defects. 


Simon N. Whitney, “Antitrust Policies: 
American Experience in Twenty Industries,” 
New York: The Twentieth Century Fund, 1959. 
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The Challenge of International 


Poverty 


Three recent events in the affairs of 
the World Bank suggest that there is 
more order in this turbulent world 
than appears on the surface. The 
World Bank lends money mainly for 
very expensive things like power 
plants and railroads, road systems and 
port facilities. We get our money al- 
most exclusively now from private in- 
vestors in the Free World, who either 
buy our bonds or participate in our 
lending operations in one way or an- 
other. Most of our borrowers are 
governments who are new to the busi- 
ness of governing and are trying to 
govern in an orderly fashion popula- 
tions which are becoming increasingly 
aroused against a life of poverty. This 
may seem an improbable set of condi- 
tions under which to do much business 
in these chaotic times. 

Yet we are getting so large a volume 
of promising proposals from our bor- 
rowers that we are asking our 68 
member governments to double our 
authorized capital. Congress has been 


Fostering economic growth in the 
free world: the financial aspects 


considering this request. At the same 
time we have just announced our first 
public sale of bonds in Germany, the 
largest issue we have yet tried to mar- 
ket outside of the United States. This 
event is the result of a new order in 
Europe’s finances, which has implica- 
tions far beyond the operations of the 
Bank. Then recently the Bank spon- 
sored meetings with the representa- 
tives of five nations to work out ways 
and means of helping India over a 
difficult hurdle in its Second Five-Year 
Plan. Here again is an instance of 
order in the world which provides 
hopeful implications for the future. 

Let me consider each of these events 
briefly. 


THE BOND ISSUE IN GERMANY 


For a long time now our bonds have 
been well received in the market here 
and in Switzerland. We have also 
raised money in Canada, Holland and 
the United Kingdom. But we have al- 
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ways felt that we could sell a lot more 
bonds outside the United States, par- 
ticularly in Europe, when the price 
was right. Now market conditions in 
Germany — and in other European 
countries—offer good prospects. To 
us this is a very encouraging turn of 
events. 

These good prospects are not just 
the result of the World Bank’s achieve- 
ments; more important, they are the 
result of the success of Free World 
policy, and particularly American 
policy, over the past ten years or so. 
Financially speaking, our first object 
in the postwar decade was to restore 
the competitive position of the indus- 
trial nations of western Europe and 
Japan after the ravages of World War 
II. From every point of view financial 
independence is preferable to being 
more or less poor relations of the 
United States, as was the case in some 
degree with all of these nations ten 
years ago. 


Prerequisites 


Over and over again during these 
years it was said that this objective 
would be deemed achieved when two 
things had happened: first, when the 
gold and dollar reserves of the Atlantic 
Community had been so increased and 
redistributed that currency converti- 
bility could be restored; and second, 
when conditions in the industrial 
countries and their dependencies were 
such as to attract a sizable annual flow 
of private American investment to 
help meet their capital requirements. 

Financially speaking, these things 
are what the Marshall Plan and its 
successor were designed to do. We 
can say today that to a large extent 
our objective has been won and that 
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phenomenal is not too strong a word 
to express the success of the past 10 
years. Last year the stamp of success 
was clearly marked on the record. In 
1958 alone more than $3 billion net of 
U.S. private capital was invested 
abroad, a substantial part in the in- 
dustrial nations of the Free World. In 
the same year more European govern- 
ments came to the American capital 
market with bond issues and found 
buyers there than at any time since 
the war. This year Japan followed 
suit. And in 1958 it became possible 
for any trader who could earn sterling 
or guilders or Deutsche marks or almost 
any west European currency with his 
merchandise to change those cur- 
rencies into dollars at will. 


Achievement of a Goal 


It would be tragic, I think, if con- 
troversy over the recession here last 
year and its after-effects eclipsed the 
fact that we have achieved our long- 
sought goal of restoring the financial 
strength of the Atlantic Community. 
It would be particularly tragic if, in 
our pre-occupation with short-term 
movements in our own economy, we 
adopted policies which had the effect of 
undoing what we have built up so 
painstakingly in the international 
economy. Those who are concerned 
over the fact that last year the United 
States shipped abroad some $3 billion 
in gold out of Fort Knox should not 
jump to conclusions. The United 
States still has about a third of the 
Free World’s gold reserves. What 
was lost last year was more than 
matched by what was gained in pri- 
vate investment abroad. If we traded 
some liquidity, which we did not need, 
for the acquisition of real wealth 
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abroad, isn’t it really a pretty good 
trade—the kind of trade, in fact, we’ve 
been trying to make for 10 years? 

I do not say that all the business of 
the postwar decade has been com- 
pleted. For one thing there are still 
restrictions on dollar imports into 
western Europe — and, for that mat- 
ter, restrictions against European im- 
ports into the United States. But these 
exceptions do not dent the degree of 
success achieved in the postwar decade. 
We can say now that financial rela- 
tions among the industrial nations of 
the non-communist world have become 
something like normal, if anything is 
normal in this changing world. 


INCREASE OF CAPITAL 


Our bond issue in Germany, and our 
hope of being able to follow suit in 
other European countries soon, are but 
symbols of the restored financial 
strength of the Free World’s industrial 
nations. At the same time we have had 
considerable evidence that these same 
nations are now willing and able to 
bring a measure of their restored 
strength to bear on the outstanding 
economic problem of this day: the 
problem of poverty in the countries of 
the Free World which have yet to 
achieve their industrial revolution. 

More and more so-called underde- 
veloped countries are building up the 
organizations and adopting the admin- 
istrative practices necessary to invest 
money in a way that promises to lead 
to higher living standards. One proof 
of this progress came last year when 
the Bank’s volume of lending increased 
75 percent over the average of the 
previous three years. We are now lend- 
ing over $700 million equivalent a year. 
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In the face of this substantial in- 
crease we had to look to our own 
sources of capital. Since we raise vir- 
tually all our money in the private 
markets, we naturally looked to 
strengthening our links with those 
markets. Our major link, particularly 
with the American market, is the guar- 
antee which stands behind our bonds 
in the form of that portion (80 per- 
cent) of our authorized capital which 
is subscribed by our member govern- 
ments but which may only be called 
to meet the service of our own bonded 
debt. Our directors recommended dou- 
bling our authorized capital — in- 
creasing it from $10 billion equivalent 
to about $20 billion — but leaving all 
of the increase uncalled, and thereby 
more than doubling the amount of the 
guarantee behind our bonds. We be- 
lieve that this action will help assure 
our ability to raise the funds we will 
need for a good many years to come. 

I am pleased to say that this pro- 
posal has had a very kind reception in 
Congress as well as in the British Par- 
liament and elsewhere in Europe. Here 
is further evidence, I think, that the 
Free World’s industrial nations are 
ready and willing to divert a measure 
of their restored financial strength to 
helping overcome poverty where pov- 
erty is so much the root cause of dis- 
order in the world. 


“FOREIGN AID” 


The momentum of development in 
some of our member countries has car- 
ried them to the point where they can- 
not prudently borrow further funds 
abroad on conventional terms of inter- 
est and repayment. This is probably 
the most difficult fact of economic life 
facing the Free World’s industrialized 











20 BUSINESS TOPICS 


nations today, for it involves each one 
deciding how much it is in its national 
interest to give further financial help 
in the form of what is loosely called 
“foreign aid’’. I do not intend to plunge 
into this complicated matter today, but 
I will cite one instance which suggests 
that there is growing order here, too. 


The Challenge of India 


The country concerned is India, 
which perhaps presents the greatest 
challenge of all. In India under-nour- 
ishment and mass unemployment are 
living realities for more than 350 mil- 
lion people. At the same time India 
has taken economic development into 
the center of its life, with all the radi- 
cal changes economic development in- 
evitably entails. No one privileged to 
play even a small part in India’s great 
adventure today can help but feel that 
the destiny of free institutions in the 
20th Century will be profoundly influ- 
enced by the extent of India’s success 
in absorbing these changes without 
sacrificing respect for individual lib- 
erty. 

India is the World Bank’s biggest 
borrower; we have invested in India 
more than half a billion dollars, almost 
all to help finance projects in the cur- 
rent Second Five-Year Plan. It was 
natural, then, that when signs of a 
foreign exchange crisis appeared in 
India last summer the Bank should 
take the lead in convening a meeting 
of interested nations to see what could 
be done. The Plan had already been 
cut back to the core; the Indians faced 
a stark choice: either more foreign ex- 
change had to be found somewhere or 
still further cutbacks, some which 
might involve abandoning projects al- 
ready started, would have to be made. 
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A Broad Measure of Agreement 


Last August and again this March 
the Bank sat down with representa- 
tives of Canada, the United States, 
Britain, Germany and Japan to see 
what could be done. We hoped that by 
bringing several nations together at 
one time we could obtain a broad mea- 
sure of agreement on what India’s 
needs were, and how they should be 
met in the light of the measures which 
India herself was prepared to take to 
bring matters under control. As it was, 
both meetings were successful; the 
foreign exchange will be forthcoming 
and the momentum of India’s develop- 
ment effort will not have to be slowed 
further at this time because of a for- 
eign exchange shortage. The response 
encourages me to think that a com- 
munity of interest exists in the Free 
World which could support more per- 
manent, collective arrangements for 
meeting these emergencies. 


PROPER OBJECTIVES 


The financial strength of the Free 
World has been restored. Partly be- 
cause of the threat of communism, 
partly for other reasons, there is a 
growing realization that the most com- 
pelling challenge in the chapter of his- 
tory now being written is how to help 
the poorer nations in our midst find 
an escape from poverty —-an escape, 
not into the jaws of communism, but 
one in which there is a chance that free 
institutions will take root and grow. 
And there is a growing realization that 
this challenge applies equally to all 
free nations and commands a collective 
use of their resources and resourceful- 
ness. 

There are, in short, encouraging 
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signs of order in the non-communist 
world — signs of a growing response 
to what is clearly the most difficult 
challenge which we face over the long 
run. But if we are to build on these 
hopeful beginnings there is one fact 
which must always be reflected in any 
policies or arrangements we may adopt 
to serve our ends. That fact is that a 
good deal more than money is needed 
to overcome poverty. 


What Is a Policy? 


From the point of view of a develop- 
ment banker the most difficult problem 
by far in giving effective help to these 
people is the problem of promoting the 
right economic and financial policies. 
Now I could give a hundred illustra- 
tions of what I mean by “the right 
economic and financial policies”; they 
would range all the way from checks 
on inflationary pressures to laws and 
regulatory practices which allow pub- 
lic utilities to pay their own way and 
set aside out of revenues something 
towards their expansion. The point is 
that if financial assistance is to be ef- 
fective, both lender and borrower must 
agree on such policies, however they 
may be adapted to the peculiar cir- 
cumstances of a given country. This 
is true whether the assistance is made 
from one nation to another or through 
regional or international organiza- 
tions. It is true whether the assistance 
goes in the form of loans or grants or 
something in between. 

The admittedly fine line between 
what is economic and what is political 
often makes us very shy about talking 
about sound economic and financial 
policies with the representatives of 
other nations. Certainly those who 
would make a political manifesto out 
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of these ideas are guilty of crossing 
that line. We should leave it to the 
Russians to say that there is a hard 
and fast set of rules which a poor so- 
ciety must follow if it is to escape 
poverty today. We should leave it to 
the Russians to say to the leaders of 
these countries that they must be 
willing to ride roughshod over the 
entrenched habits and customs of their 
people and impose wholly new institu- 
tions on them with all the repressive 
paraphernalia of totalitarianism in the 
name of economic growth. 


Diversity and Tolerance 


We should avoid slogans and make 
it crystal clear that our values tolerate 
great diversity in economic matters 
as well as political forms. But this does 
not mean that we have to fall into the 
hopeless position that virtually any 
policy goes when it comes to economic 
development. If a society is to grow 
richer in this day and age, there are 
economic and financial facts of life 
which must be respected whatever the 
social and political framework. To the 
extent that it is in our interest to help, 
we must insist on a respect for these 
facts of life. Otherwise, our desire to 
help will very probably be dissipated 
in frustration, if not actually turned 
to harm. 

I am sure there would be less con- 
fusion and debate here and abroad 
over the American government’s ef- 
forts to promote economic growth 
abroad if as much emphasis were 
placed on the quality of help offered 
as on the quantity. As it is, the two 
words “foreign aid” have become so 
elastic that they now embrace a host 
of special objectives — military, poli- 
tical and commercial as well as eco- 
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nomic — so that it is often not at all 
clear just what is being attempted in 
a given instance. And to the extent 
that the United States is trying to pro- 
mote economic development with “‘for- 
eign aid” funds, money is all too often 
loaned or given away without first in- 
sisting on thrashing out the difficult 
but inescapable conditions for making 
that aid effective. 


Emphasis on Quality 


By failing to emphasize quality as 
much as quantity, the really important 
idea behind “foreign aid” is losing its 
appeal not just here at home, but 
abroad too. When, far from reflecting 
the financial and economic facts of life, 
loans and grants are used, as they have 
been, to aid, abet and perpetuate poli- 
cies in other countries which make eco- 
nomic growth virtually impossible, 
then we are asking for trouble. The 
result, as we have seen in more than 
one country recently, is a deterioration 
of the other nation’s economy and a 
reaction, sometimes violent, against 
the very programs which were sup- 
posed to help. 

These are serious weaknesses. It 
would be a great tragedy if “foreign 
aid” became discredited here and 
abroad because the economic objective 
got lost or because we weren’t ingeni- 
ous enough to create with other coun- 
tries a community of interest around 
the kind of sound economic and finan- 
cial policies necessary for economic 
growth. It would be a tragedy because 
there is no more constructive idea in 
our whole foreign policy than the idea 
behind foreign aid to relieve poverty 
in those nations of the non-communist 
world which are experiencing both a 
Reformation and an Industrial Revolu- 
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tion in the face of such heavy odds. 

My whole experience in the World 
Bank confirms me in my belief that 
when the objective is clear, a commun- 
ity of interest can be created around 
the right policies. And it doesn’t re- 
quire what one commentator called “a 
band of saints with degrees in eco- 
nomics.”” We have loaned more than 
$4 billion for development projects in 
49 different countries and territories. 
All of these loans have carried condi- 
tions of one sort or another, conditions 
designed as much to protect our bor- 
rowers as ourselves. They have been 
accepted partly because our borrowers 
know we have no political axe to grind, 
but mostly because our borrowers have 
agreed that the conditions are neces- 
sary for the effective use of our money. 
Every loan has posed special problems 
of adapting knowledge and experience 
to a special environment, but all have 
reflected, I think, the facts of economic 
life which must be faced if a society is 
to escape poverty in these times. 

Let me emphasize we would have 
had to do these things — to ask these 
conditions —even if we had been 
giving the money away rather than 
lending it. The difference between ef- 
fective assistance and a giveaway is 
not the difference between a loan and 
a grant; it is the difference between an 
insistence on sound financial and eco- 
nomic policies and no such insistence. 


Reasons For Courage 


I have tried to suggest that all is not 
chaos in our world —that there is 
hopeful and constructive work being 
done which offers something to build 
on by way of increasing the margin of 
order. Of course, no one can guarantee 
that if we follow the courses I have 
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suggested, we will actually succeed in 
fostering both economic growth and 
nations in which free institutions will 
take root and grow. There is no cer- 
tain connection between economic 
growth and freedom, so it is impossible 
to argue that success is assured. 

But the existence outside of the com- 
munist empire of the world’s richest 
nations, which are also the world’s 
freest nations, exhibiting a great va- 
riety of political forms and economic 
institutions, should be fact enough to 
give all but the very timid among us 
reason to have courage in our convic- 
tions. We should, in view of the Free 
World’s great strength, scoff at those 
pessimists, among whom the commun- 
ists are numbered, who say that today 
no poor society can get rich which does 
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not first reduce its members to the 
status of ants in a bureaucratic anthill. 

If we want, we can bring to bear a 
very powerful and persuasive influ- 
ence on the historic tide of change 
which is sweeping the globe today. 
Just as we gave rise to that tide 
through spreading our ideas and ma- 
terial achievements into every corner 
of the world, so we can hope to turn 
that tide to promote political and eco- 
nomic progress consistent with our 
concepts of the dignity of man. 

We can, that is, if we become as 
hard-headed as we are already big- 
hearted. We will never be loved for the 
quantity of our riches, but we can earn 
respect for the manner in which we 
employ them. 
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Unions, Management 
and the Public Interest 


Advocates of various causes are fond 
of saying that freedom is at the cross- 
roads. This has been said so often 
down through the years of American 
history that it automatically reminds 
us of the little boy who cried wolf. 
This habit persists, I suppose, because 
in a democracy you have to persuade 
people, people who are buffeted on all 
sides by claim and counterclaim. It is 
small wonder, then, that folks are 
always trying to get our attention and 
our support by warning us that if we 
don’t do as they say, our most cher- 
ished ideals stand in imminent danger 
of swooshing down the drain forth- 
with. 

Actually, I do not believe freedom 
in the United States is at the cross- 
roads today much more than it was 
yesterday or will be tomorrow, simply 
because things are not that simple in 
America. Our nation was built upon 
the notion of accommodating diversity 
and a large degree of autonomy within 


What has become of the diversity, auton- 
omy and unity that underlie our Ameri- 
can freedoms? A discussion of the vital 
checks and balances that we risk losing. 


an over-all unity, and it has a vast 
capacity to accommodate to the pres- 
sures of the moment without losing its 
essential character. Indeed, I believe 
the whole analogy to the road is a false 
and misleading one. There is no paved 
road into the future in anv direction, 
for the very simple reason that no one 
has been there yet. As a nation, we 
shift directions constantly in response 
to changes in the world around us and 
in the weights and balances among the 
various groups of which we are com- 
posed. Rather than a clear choice of 
paths, we are faced with a multiplicity 
of day-to-day decisions which in the 
aggregate determine our direction— 
indeed, they are the direction. 

For this very reason, we risk the 
danger of drifting to a destination we 
never consciously chose, unless we oc- 
casionally take time out to analyze the 
mechanisms that guide us, and esti- 
mate the direction irf which they are 
likely to steer us. To do this we have 
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to understand the components, and 
how they inter-act on each other. 


Diversity, Unity, Autonomy 

I think we can start with the propo- 
sition that human freedom is insepa- 
rable from a tolerance of diversity. As 
I said earlier, the unprecedented de- 
gree of individual freedom which we 
Americans have been able to enjoy has 
been made possible by a system of in- 
stitutions which has accommodated an 
unprecedented degree of diversity and 
autonomy within an over-all unity. 
This has released the energies and in- 
genuity of our people to accomplish— 
voluntarily and largely without the 
compulsion of master planning and 
state control—the highest standard of 
living for the many that man has ever 
known. 

The essence of this system has been 
the development of checks and bal- 
ances as between divergent interest 
groups which prevents any one of them 
from gaining, for very long, a domi- 
nating and irresistible weight in the 
conduct of our affairs. My purpose is 
to discuss the current status of the 
balance between two of these compet- 
ing groups — management and organ- 
ized labor — which affects the lives of 
all of us — as consumers, as investors, 
as employes, as students, as employers 
— in short, as just plain citizens. 


THE UNIONS TODAY 


First, let us take a close look at 
where the unions stand today. Less 
than a generation ago, a great wave 
of public sentiment, riding the crest 
of the depression wave which swept 
our nation in the thirties, resulted in 
vast changes in the ground rules gov- 
erning union-management affairs. 
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Motivated by an understandable sym- 
pathy for the working man, and per- 
suaded that his troubles could be at- 
tributed to the inequality of his 
bargaining power as compared with 
that of his employer, we made funda- 
mental revisions in our laws, with the 
stated purpose of achieving balance. 
In effect, we removed most of the re- 
straints upon our relatively small labor 
organizations, armed them with new 
rights — complete with a special gov- 
ernment board to enforce them — and 
said: “Go forth and grow.” Thus 
equipped, and in a soil made fertile by 
the disillusionment of the thirties and 
outstandingly shortsighted conduct on 
the part of many employers, the unions 
proceeded to do so with a vengeance. 


Loss of Balance 


So eminently successful were they, in 
fact, that the effectiveness of our sys- 
tem of checks and balances has been 
seriously impaired. The most recent 
development has been the combination 
of the great bulk of the unions into a 
single monolithic organization — the 
AFL-CIO—as a further means of con- 
solidating and extending union power. 
Yet the giant of today enjoys most of 
the same special privileges, the same 
freedom from the restraints on the 
development and exercise of monopoly 
power applicable to the other elements 
in our society, that we permitted the 
weakling of yesterday. 

In a recent study, The Legal Immu- 
nities of Labor Unions,! Roscoe Pound, 
eminent former Dean and Professor 
Emeritus of the Harvard Law School, 
makes these characteristically incisive 
observations: 


Immunities, relieving particular persons or 
special classes or groups from the duties and 
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liabilities appointed by law for their fellow 
men, have been regarded from of old as 
odious. But because of a deep-seated feature 
of human nature they have been a fairly con- 
stant phenomenon in legal history .. . In the 
maturity of law, however, most of the immu- 
nities which had come down from the past 
were gradually disappearing and few are left 
in the law of today. Yet a new species of 
immunity has sprung up—legislation, as an 
English court put it, intended to relieve cer- 
tain organizations from the humiliating posi- 
tion of being on an equality with the rest of 
the King’s subjects.? 


As Anglo-American law stood at the end of 
the formative period of American law, the 
grievances of the workingman had become 
numerous and very real. In an era of huge 
incorporated industrial enterprises there had 
come to be gross inequality of bargaining 
power between the incorporated employer and 
the individual workingman. .. . It was not un- 
natural that as the law broke away from this, 
in view of the political power acquired by 
labor organizations, overzealous securing of 
newly recognized and newly delimited inter- 
ests should develop immunities quite out of 
line with modern law. 


The labor leader and labor union now stand 
where the king and government and land 
owner and charity and husband and father 
stood at common law.4 


It is not a legitimate purpose of labor law to 
free unions to do whatever their leaders con- 
ceive to be to the general advantage of or- 
ganized labor in the way of restraining trade 
and commerce and destroying competition. A 
general policy against concentration of un- 
checked power has always been regarded as 
at the foundation of our policy.5 


A Militant Concept 


When we are assessing the health 
of the checks and balances in our sys- 
tem, there is another central fact 
which should never be forgotten: The 
mass trade union movement takes deep 
pride in being a militant, fighting in- 
stitution. In the final analysis, the 
leadership of mass labor organizations 
is responsible to, and dependent for its 
power upon, the membership it attracts 
and serves. The strongest, most suc- 





Summer 


cessful leaders in the mass trade union 
movement are those who have a full 
understanding of this fact and its im- 
plications. They are those who most 
fully comprehend and adroitly direct 
the emotional force and organizational 
strength which can be mobilized 
through the martial concept of closing 
ranks against the “common enemy.” 
Many union organizations, as might 
be expected, are engaged in a great 
promotional effort to convince the pub- 
lic that organized labor is representa- 
tive of the public as a whole, equally 


zealous to safeguard the interests of 


all elements of society. And I would 
not deny that many union leaders rec- 
ognize the interdependence between 
the well-being of labor and that of 
others. I would not deny that many of 
them may believe the doctrines and 
policies they espouse would benefit not 
only labor but others. Moreover, I do 
not deny that many union leaders 
would sincerely prefer to see collective 
bargaining carried on in a more ra- 
tional and businesslike way than it is 
today—if internal union politics and 
the techniques of leadership would per- 
mit this. These things are not relevant 
to my point. 

Examine the statements that union 
leaders make to their membership, 
read the literature aimed at their con- 
stituents, observe the activities and 
records of their conventions, and one 
must realize that the power and tenure 
even of those union leaders who pre- 
sent the most calm and reasoned aspect 
to the outside world depend on appear- 
ing to their constituents as fighters de- 
fying all dangers and obstacles to ad- 
vance the group interest. Indeed, so 
ingrained is this concept in the insti- 
tutional dynamics of the mass union 
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movement as it exists today that union 
leadership would have to invent an 
adversary if it did not have one. 

I am not making these statements 
simply to be critical or condemnatory. 
These are facts, as I see them, which 
have a real and direct bearing on the 
public interest. For the conclusion is 
clear — granted the most enlightened 
and intelligent union leadership, the 
contexts within which that leadership 
must operate make it unrealistic to 
expect adequate self-restraint and vol- 
untary moderation on the part of un- 
ions. Checks and balances are not 
built in, and when they come from 
without, it must be expected that un- 
ions will fight them, with outcries that 
the very existence of unionism is 
threatened. 

As the last elections made abundant- 
ly clear, organized labor has jumped 
into politics solidly with both feet, and 
with the avowed purpose of exerting 
every possible effort to elect its friends 
and defeat its “enemies” at both the 
local and national levels. Perhaps aid- 
ed by the climate of recession, its suc- 
cess was notable—and alarming. 


Union Objectives 


A couple of its objectives are to me 
quite clear, and to be expected. One is 
to assure, if it can, that the govern- 
ment will not serve as an effective 
brake or counter-balance to labor’s for- 
ward drives; another is to promote 
substantive objectives with respect to 
terms and conditions of employment 
through legislation rather than at the 
bargaining table. 

How far beyond this the objectives 
go is perhaps less clear, but there is 
good reason to suspect that, so far as 
some very influential elements within 
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the movement are concerned, they may 
involve matters even more fundamen- 
tal to our way of life. 

Specifically, there seems to be a very 
evident dissatisfaction on the part of 
these elements with the workings— in- 
deed, with the underlying premises— 
of a free economic system, and a 
pronounced tendency to issue calls for 
central planning to meet every exigen- 
cy, real or fancied, that comes along. 
Thus the morality of profits is kept 
under attack, and measures to regulate 
the rate of return on investment are 
called for. Government is asked to 
assure what is called the equitable dis- 
tribution of the fruits of improving 
technology, as if improving technology 
were some great new phenomenon 
calling for a fundamental change in 
our economic system. The imperfec- 
tions in our system are consistently 
magnified, and disaster is represented 
to be imminent unless the panic button 
is pushed immediately in Washington. 
Now, I do not wish to be misunder- 
stood. I do not claim that our system 
is perfect. We who believe in it must 
continually strive to find means of im- 
proving it, of minimizing the tempo- 
rary hardships that it occasionally im- 
poses, of making it serve more effec- 
tively the needs of all our people. But 
we should, at the same time, be care- 
ful to see in what direction those who 
seem too quick to condemn its work- 
ings are trying to lead us. Above all, 
we must recognize this clear truth: 
overwhelming political power in the 
hands of any single interest group is 
an extremely dangerous thing. 


UNION POWER 


The disproportionate growth in the 
relative power of unions already has 
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had serious consequences for our econ- 
omy, and it poses even graver ques- 
tions about our future. Before we 
examine these, let us consider briefly 
some aspects of the chief mechanism 
through which that power is exerted. 


Collective Bargaining 


Our stated national policy places 
principal reliance upon the collective 
bargaining process for dealing with 
union-management differences and 
problems. Thus, the role of serving as 
an effective check and counter-balance 
to burgeoning union monopoly power 
has been thrust upon management. 
This is a wise arrangement for a free 
economy, and I would not have it oth- 
erwise. 

With all its imperfections — and 
there are many of them — collective 
bargaining is the only process we in 
this country have been able to hit upon 
to resolve disputes between manage- 
ment and its organized employes in a 
manner consistent with our ideals of 
individual freedom and a private en- 
terprise economy. 

I like to think that, more and more, 
reasonableness and responsibility will 
come to replace emotional hysteria and 
naked force as the dominant charac- 
teristics of the bargaining process. 
Ideally, the results should be dictated 
by factual consideration, calm ap- 
praisal and regard for the mutuality 
of interest in a healthy enterprise. 
But in actual fact this can come about 
to a satisfactory degree only if there 
is reasonable balance between the bar- 
gaining power on both sides of the 
table. In short, the public interest re- 
quires such a balance. I do not believe 
it has existed, in the main, for the past 
several years. The unions sometimes 
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like to indulge in a numbers game with 
balance sheets to obscure this fact. 


Basis of Power 


All of us should be alert to the fal- 
lacy in the plausible-sounding thesis 
that the economic power of manage- 
ment and labor can be measured in 
terms of the dollar resources shown 
on their respective books. The basic 
economic power of unions does not lie 
in their relative dollar resources, but 
in their power to withhold an essen- 
tial ingredient in the productive proc- 
ess. 

Similarly, management’s strength in 
a labor dispute is not measured by the 
dollars on its balance sheet. Its dollars 
do not represent fat stored in a vault; 
rather, they represent plants, tools, 
equipment, design costs, work in proc- 
ess and countless other committed as- 
sets devoted to the purposes of the 
enterprise. These assets must remain 
active and productive if they are not 
to be dissipated. When the essential 
ingredient, labor, is withheld, obvious- 
ly, they are not productive. If you 
happen to be big, this simply means 
that the damage is bigger, and more 
people are hurt. 

Perhaps the best way to test the 
proposition that union power has been 
excessive, and to illustrate the serious 
consequences which flow from the lack 
of an adequate balance, is to review 
some pertinent developments during 
recent years. 

Most of our union leaders say they 
believe in profits and the incentive sys- 
tem. They sometimes say they wani all 
groups in the society, including busi- 
ness, to share in the productive growth 
of the economy. They say they do not 
want wage and benefit gains that are 
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inflationary, and that they don’t want 
to redistribute the pie, but merely to 
share in a growing pie. The fact that 
so often they do the exact opposite of 
what they say does not necessarily 
mean that they are insincere. It may 
just mean that they feel they must do 
a lot of things they know really are not 
wise or sound in order to hold their 
jobs. But the important thing to look 
at is what happened, because that is 
the test of whether our power balances 
are functioning properly. 


Inflationary Pressure 


And what happened was that we 
got inflationary wage gains. In the 
years following World War II, hourly 
labor wage rates had climbed at a 
faster rate than in any like period in 
our history. In 1956 and continuing 
well into 1958, we had a series of even 
sharper increases in hourly wages and 
fringe benefits in major manufactur- 
ing industries. These averaged from 
five to six percent a year, or from two 
to three times the long-run average 
annual growth in productivity for the 
economy. Since about 80 percent of 
the final selling price of manufactured 
products is attributable to labor con- 
tent, we found ourselves in a full-scale 
wage inflation. Higher wages in in- 
dustry brought demands or expecta- 
tions for higher wages and salaries 
throughout the economy, and the infla- 
tionary pressures spread. 

In 1958 people began to wake up to 
these facts, and the public reaction to 
rising living costs put the big unions 
on something of a spot. Union leaders 
are always under pressure to get regu- 
lar and bigger wage and benefit in- 
creases for their membership. How- 
ever, a point had been reached where 
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more and more people were beginning 
to realize that these increases were not 
coming out of normal productivity 
growth, that labor costs were forcing 
prices upward, and that part of the 
added wages that went into the union- 
ized worker’s pocket inevitably came 
out of somebody else’s pocket—mainly 
from the pocket of the farmer, the 
teacher, the preacher, the government 
worker and retired people on fixed in- 
comes, who did not have the economic 
power to protect themselves. In the 
face of this pressure, union leaders 
elevated to number one position the 
charge that what we had was not wage- 
caused inflation but profit-caused infla- 
tion—that industries with so-called ad- 
ministered prices were pricing their 
products in such a way as to extort 
bloated profits from a helpless public. 

As a matter of fact, the aggregate 
statistics for the movements of prices, 
profits and wages over a substantial 
period of time directly contradict this 
thesis. 


THE LAG IN PROFITS 


Of all major components in the econ- 
omy, business profits alone have failed 
to share in the exceptional growth of 
the past decade. Compensation of cor- 
porate employes increased from $90 
billion in 1948 to $160 billion in 1957. 
Increases both in total employment and 
rates of pay contributed to this rise. 
For example, average hourly wage 
rates in all manufacturing industry 
increased about 50 percent in this ten- 
year period. Corporate net profits, by 
contrast, stayed at about 17 to 18 bil- 
lion dollars a year despite greatly in- 
creased investment and sales. The 
return on capital invested in manufac- 
turing declined by about one-third over 
the same period. 
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It can be debated endlessly whether 
the rise in wage rates was just and 
fair on an abstract basis. Certainly we 
cannot condemn the underlying aspira- 
tions of employes which made it easy 
for union leaders to sell them on the 
idea that the higher their rates, the 
better. But I do think we must ask 
whether the failure of profits to keep 
pace with economic growth is healthy 
for this country and its people. Each 
year it takes more and more capital 
investment merely to sustain a con- 
sistent level of profits. 


Incentive to Invest 


The fact of the matter is that a very 
grave and fundamental issue is in- 
volved here. No economy can grow 
unless capital is invested in it. Capital 
can be acquired for investment in only 
two ways: it can be attracted from our 
people on a voluntary basis by the 
prospect of a chance of return com- 
mensurate with the risk involved, or 
it can be conscripted involuntarily by 
government coercion. Our way has 
been the voluntary way, and it has 
served us well. If we destroy the in- 
centive to invest, we will find our econ- 
omy stagnating; then we will perforce 
lose the battle with collectivism—either 
by embracing it or surrendering to it. 
If our labor leaders truly want dynam- 
ic growth in a free economy, they 
should be concerned that industry gets 
enough profits both to create and to 
lure substantially greater capital in- 
vestment. 

America, for more than a decade, 
seems to have been hypnotized by a 
faith that its superiority in production 
know-how and technological advances 
was somehow preordained. We acted 
as though we could indulge indefinitely 
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in labor settlements reflecting the 
price of peace rather than the value of 
services performed without impairing 
the health of our economic machinery. 
Suddenly, we are realizing that this is 
not necessarily so. 


EUROPEAN PROGRESS 


There is tremendous new strength 
and growth in the European economy. 
More countries are enjoying greater 
national solvency than in many, many 
years. There is substantially higher 
employment everywhere. Living stand- 
ards are climbing sharply, a great 
single mass market is developing and 
European industry is furiously mobi- 
lizing to meet it. 

Since 1950, Europe’s economy, and 
particularly its industry, have been 
overtaking us at an accelerating pace. 
In the period 1950 through 1957, for 
example, Europe’s Gross National 
Product increased 88 percent com- 
pared to our 49 percent. Moreover, 
these countries are fast adopting mod- 
ern managerial organization and prac- 
tices. The old ties of tradition, the old 
habits of high-cost, low-volume cartel- 
ized production and pricing have 
largely gone by the board. 

I think all of us have reason for 
both pride and satisfaction in this. Eu- 
rope’s recovery has been a major goal 
of this country. That job appears to 
be just about done. It has been done 
not only by government aid, but with 
substantial help from American busi- 
ness. We have literally opened our box 
of industrial secrets and turned it in- 
side out for our European friends. 


Meeting the Competition 


Proud as we may be of the results, 
we must also be realistic and admit 
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that the rate of Europe’s progress 
poses new problems for us. Tradition- 
ally, of course, Europe’s wage scales 
have been substantially lower than 
ours. In certain occupations, the dif- 
ferential is considerable. For example, 
the cost per hour for purchasing auto- 
motive tools and dies from independ- 
ent producers in the Detroit area is 
$7.90 per hour, as compared to $3 per 
hour in England, and as low as $1.60 
per hour in Milan, Italy. The current 
hourly base rate for a Ford assembly 
line worker in the auto industry here 
is $2.44, compared with $1.05 in the 
United Kingdom and $.69 in Cologne, 
Germany. 


The examples can be multiplied in 
other industries. And in Japan, an- 
other sophisticated and booming econ- 
omy, wages run roughly 14 percent of 
comparable American rates. 

Traditionally, American industry 
has been able to meet and beat wage 
competition because of its greater cap- 
ital investment, its superior plant, 
equipment, managerial methods and 
economies of scale. We have now 
largely lost this advantage, particu- 
larly in industrial production. Given 
the developments I have described in 
the European economy, the wage dif- 
ferential alone will become increasing- 
ly significant to American manufac- 
turing industries. It is likely, of 
course, that Europe’s wage scales will 
increase in the years ahead. It is un- 
realistic, however, to think that in the 
next decade their wages will catch up 
with American wage costs. 


How is America going to face the 
challenge of swift industrial develop- 
ment abroad that threatens our com- 
petitive position? Rather than seeking 
to restrict trade, we should be doing 
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the things that will enable us to com- 
pete—to swim strongly in a stream of 
expanding world trade. If America’s 
cost disadvantage continues to in- 
crease, however, it seems to me that 
we must anticipate much more sourc- 
ing of parts and products abroad. A 
trend in this direction is already evi- 
dent. What is now a trickle may grow 
to a flood which could disrupt both 
production and employment patterns 
here in the United States. If the al- 
leged panacea of shorter working 
hours at higher pay were adopted, in 
a misguided effort to increase employ- 
ment, it would only hasten this trend. 

If we want to sell in expanding 
world markets, and more importantly 
if we do not want to see American 
production and jobs disrupted by the 
flight of capital and industry abroad, 
we are going to have to remain com- 
petitive in design, quality, costs and 
prices with foreign industry. 

Some of our union leaders recently 
have been suggesting that the solution 
is to go to Europe and Japan and start 
pumping up the wage scales over there, 
using our tariffs as a weapon to force 
such action. To the contrary, capital 
is flowing into these countries to the 
benefit of all their economies. I sug- 
gest that instead of trying to upset 
their economies, we concentrate on 
correcting the deficiencies of our own. 


THE MANAGEMENT VIEW 


I do not contend for a moment that 
management is without blame for 
these developments. Many in manage- 
ment were slow in recognizing just 
how important it is to develop better 
solutions to the problem of coping with 
union power. While most, doubtless, 
had the uneasy feeling that a day of 
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reckoning would come, there was a 
tendency to put off the unpleasant task 
of facing up to the problem so long as 
things were going well. And, indeed, 
this was quite understandable. There 
was little enough reason to expect that 
if a firm stand resulted in a strike, it 
would be supported by public or gov- 
ernment opinion. Generally speaking, 
the nation placed more importance on 
peaceful settlements than on sound 
settlements, and our unions took full 
advantage of this sentiment. 

For, make no mistake about this, the 
outcome of any important labor nego- 
tiations depends very much on the 
broad environment in which those ne- 
gotiations take place. The public’s at- 
titude can play a large part in deter- 
mining the final results. Too many of 
us in management, for one reason or 
another, failed to speak out effectively 
on the issues involved in collective 
bargaining. 


Negative and Positive Roles 


There are, of course, difficulties in 
pursuing this course, and the unions 
are quite naturally alert to exploit 
these difficulties. They are alert to 
cast management whenever possible in 
a negative role—to make it appear that 
only the unions are for progress and 
that management is pulling constantly 
and doggedly in the other direction. 
We who represent management feel 
that this is unfair and misrepresenta- 
tive, and we don’t like it. It is, how- 
ever, hard to avoid. 

Generally speaking, management is 
interested in advancing the well-being 
of its employes. Certainly that is the 
case in our company. But its responsi- 
bilities cannot end there—it has equal 
responsibility to consider the interest 
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of customers, stockholders and the 
public. No matter how high our mo- 
tives, or how deep our desire to im- 
prove conditions of employment, there 
is simply no escape from the proposi- 
tion that wages and benefits are costs 
of production. Our economic system 
relies on management to control costs. 
If management fails in that duty—if it 
does not keep the costs of doing busi- 
ness at a level which enables the busi- 
ness itself to grow and prosper, then 
it fails utterly in its responsibility to 
customers, stockholders, public and 
employes alike. 

Thus management has the job of 
convincing employes and the public of 
the essential futility and wrongness of 
wage and fringe gains that cannot be 
justified on the basis of increased pro- 
ductivity. That’s not easy nor particu- 
larly pleasant to do. You are in effect 
asking people to place limits on how far 
and how fast they can increase their 
pay checks—not their real income, but 
the dollars in the pay envelopes. That’s 
the tangible thing that tells a fellow he 
is doing a little better this year than 
last. It’s not the world’s easiest way 
to win a popularity contest. Moreover, 
it is much more difficult to be convinc- 
ing on this score when things are going 
well and everyone feels prosperous. 
Nevertheless, management owes the 
public a duty to make the effort, and 
to do so as skillfully as possible. To 
the extent that it succeeds, this should 
help to improve the situation. Frank- 
ly, however, I am most doubtful that 
this alone will be enough to solve the 
problems posed by excessive union 
power. 

Management perforce must bargain 
with unions in the environment which 
has been created by the attitudes, cus- 
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toms and laws prevailing in our so- 
ciety. It is simply unreasonable to 
expect that management can or will 
effectively counterbalance the power of 
our unions in an environment that 
unduly fosters and encourages the 
power itself. 


SOME PROPOSALS 


It is a hopeful sign that more and 
more people are becoming conscious of 
the problem and seeking to find solu- 
tions. Some of the solutions proposed, 
however, themselves deserve a long, 
hard look. 


Penalizing Management 


There have been occasional sugges- 
tions that the law should impose penal- 
ties on management for yielding in this 
unequal combat by, for example, re- 
fusing to permit as income tax deduc- 
tions for a stated period of time the 
increases in labor costs granted in 
collective bargaining. The notion of 
getting at the problem through this 
kind of pressure has been commented 
on recently by Professor Edward H. 
Chamberlin of Harvard, one of the 
nation’s outstanding economists, who 
has lately subjected the economic prob- 
lems generated by labor union power 
to searching analysis. Professor 
Chamberlin says: 


To deal with a wage-push inflation by mone- 
tary or fiscal policies is certainly not to deal 
with causes; it is rather an attempt to create 
a counter push by squeezing businessmen so 
that they will in turn squeeze labor. It risks 
economic contraction, to say nothing of major 
industrial strife. An obvious alternative is to 
diminish in some measure the degree of eco- 
nomic power in the hands of unions, so that 
the pressure may be reduced at its source.® 
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Imposing Controls 


Another suggestion being heard 
more and more often is that the gov- 
ernment step in to solve the problem 
by imposition of direct wage and/or 
price controls. This would be the final 
confession that by conferring upon our 
labor unions excessive power, we have 
been forced to abandon our faith in 
the system of checks and balances, in 
the name of which we conferred that 
power in the first place. I doubt that 
a majority of our laboring people really 
would relish this. 


Limiting Union Monopoly 


The truth is our big unions need 
help. The first step is to relieve them 
of the burden of monopoly power so 
that they will meet management on a 
basis of real power equality, and com- 
petitive market forces can work to 
keep profits, prices and wages in bal- 
ance. To do this requires sound action 
limiting monopoly power of unions. 
Such action would also help to correct 
the abuses that unrestricted power has 
made possible in certain unions. An- 
other advantage in limiting union 
power would be to relieve some of the 
growing union pressure on govern- 
ment — both state and national — so 
that government may continue impar- 
tially to balance the conflicting powers 
of labor and management, and not act 
as a partisan of one group or the other. 

I would like to return again to Dr. 
Chamberlin. He concludes his Eco- 
nomic Analysis of Labor Union Power 
with these observations: 


One of the surprising discoveries about the 
attitude of the public towards labor is the 
existence of a general feeling of helplessness 
—almost fatalism—in the face of labor power. 
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A common attitude is one of resignation— 
after all, what can you do about it? Restrict- 
ing labor in any way seems... to be a little 
short of turning traitor to the labor cause 
and revealing a hidden desire to abolish 
unions. But surely one should abandon the 
clichés of “pro-labor”’ and “anti-labor,” and 
make an earnest attempt to move on to a more 
fruitful level of thought ... The writer be- 
lieves that unions, like business corporations, 
are “here to stay.” But also, like business 
corporations, they can be subjected to social 
control... 


There is abundant evidence that unions today 
do have too much economic power. When this 
is the case, the public interest requires that 
steps be taken to reduce it.7 
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Only with broad public understand- 
ing of management’s essential contri- 
bution in balancing the militant force 
of mass unionism will free collective 
bargaining continue to be the dominant 
instrument of management-union rela- 
tions in the future. 

I am confident that, granted a rea- 
sonable equality among the interplay- 
ing forces and a realistic and equitable 
system of checks and balances, man- 
agement and unions can continue to 
play their vital roles in building and 
strengthening our nation within the 
traditions of our free institutions. 





1. Roscoe Pound, The Legal Immunities of 
Labor Unions. Washington: American En- 
terprise Association, 1957. 

2. dbid.-p. 1. 

8. Ibid., p. 2. 

4, I6id., p. 21. 


5. Ibid., pp. 46-47. 
6. Edward H. Chamberlin, Economic Analy- 
sis of Labor Union Power. Washington: 
American Enterprise Association, 1958, p. 29. 
7. Ibid., pp. 45-46. 
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The ABC 


of Motivation Research 


Insight and understanding to be gained; 


principles to be established; 


questions to be answered; 


these are fields of activity for motivation research. 


If one follows the current controversy 
over “motivation research,” he can be 
thoroughly confused. To some it ap- 
pears to be the new magic which will 
solve the problems of advertising and 
selling. To others it appears as a fad 
with no foundation or value. And still 
others see nothing new or different: 
traditional market researchers have 
been doing it all along. 

However, in spite of the winds of 
controversy, it is moving steadily for- 
ward gaining users and practitioners 
at a rapid rate. More and more ad- 
vertising agencies are adding experts 
to their research staffs to apply this 
new technique. More and more com- 
panies are turning to the practitioners 
for help with a wide range of prob- 
lems. And, however we may view it, 
the conclusion seems inescapable that 
motivation research is being rapidly 
established as a useful tool for man- 
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agement and under whatever guise is 
here to stay. 

Actually, what we call motivation 
research is merely one step more in 
the development of market and cus- 
tomer research as an effective tool for 
management. In the early stages 
market research was largely concerned 
with data on concrete details of the 
market, on who has what, on brand 
position and so on. This can be con- 
sidered a census type of data as re- 
search required knowledge of sam- 
pling and of field techniques for col- 
lecting the information. This type of 
market research is still of utmost im- 
portance and it consumes the largest 
share of the research budget. 


THE FORWARD LOOK 


However, these data are essentially 
looking backward to what has already 
occurred. It is useful to know how 
many homes have TV or automatic 
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washers, but it is more useful to know 
who will buy them next month. In 
search of answers to the future, mar- 
ket research turned to techniques well 
illustrated in the public opinion polls. 
These techniques attempted to predict 
future behavior, whether in voting or 
in buying, by asking a direct question. 
This was carried a step further by 
asking people to tell what would 
motivate them to buy. 

This research, while greatly needed 
and still widely practiced, proved to 
have many shortcomings. People ex- 
pressed desires for products and then 
refrained from buying them. An in- 
teresting example was the recent ex- 
perience of Heinz with an attempt to 
change the style of the traditional 
catsup bottle. Consumers appeared to 
demand a new style of bottle, Heinz 
gave it to them, they didn’t buy, and 
after several months it was with- 
drawn. 

In another case a mail order firm 
attempted to predict which style in 
women’s dresses and which colors 
would sell best so they could order ac- 
cordingly. For example, they took 
advance proofs of the catalog pages 
showing a group of dresses and asked 
a sample of women which style they 
preferred and in which color. This 
indicated certain styles and colors as 
most popular and others as least. Un- 
fortunately, actual sales showed no 
correlation with the preferences shown 
in the survey. 


Premises of the Present Development 


The research for improved research 
and for improved problem solving re- 
search has led to the present develop- 
ment of motivation research. This 
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represents the introduction into con- 
sumer or market research of new con- 
cepts and new techniques drawn from 
the whole range of the social sciences, 
especially clinical psychology, soci- 
ology, and anthropology. Previously 
market research had been staffed with 
economists and statisticians but today 
there is a terrific demand for psychol- 
ogists and sociologists. 

In order to better understand this 
new development, let us consider its 
major premises. 

First, there are the assumptions 
about the forces influencing behavior. 
These operate whether it is voting be- 
havior, selection and consumption of 
goods or services, choices of all kinds. 
Briefly, these can be summed up as 
follows: 

1. The individual has, as part of his 
animal and _ intellectual nature, 
strong drives and energies which 
must be acted upon and with, if he 
is to sustain his life and well-being. 

2. The individual is also a part of his 
culture, and he is profoundly in- 
fluenced by the broad social envi- 
ronment in which he pursues his 
personal ends, lives his life, satis- 
fies his needs. 

3. The most important social in- 
fluences are his immediate family, 
neighborhood, and community en- 
vironment. Within the broad cul- 
ture are sub-groups where the 
individual has his interpersonal 
relations. Many of these become 
almost sub-cultures. The world of 


the Alberta wheat farmer is dif- 
ferent from that of the small 
French-Canadian farmer. The 
world of the factory worker is dif- 
ferent from the world of the 
business executive. 


Each world 
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imposes certain patterns on its 
members, patterns of ways of life, 
of behavior, of hopes and aspira- 
tions. 


4. Compounded of his basic needs as 
a human being and his life experi- 
ences, the individual develops pat- 
terns of what we call personality. 
He may be anxious and insecure, 
or aggressive and domineering, or 
passive and dependent, etc. 


5. Although each person has his own 
personality pattern, there recur 
broad patterns or types which are 
common within certain groups. 
Thus the culture and its sub-cul- 
tures develop general patterns both 
of personalities and of their be- 
havioral expression. We find peo- 
ple expressing their aggression, or 
their need to feel important, or 
their conservatism through the car 
they drive, for example. 


6. Finally, we have the process of 
symbolic communication by which 
the individual interprets and gives 
meaning to the world about him. 
Words, objects, actions, pictures 
all communicate many things both 
consciously and subconsciously. 
For example, what image do we 
conjure up of the kind of person 
who drives a red convertible, likes 
musical comedy and modern novels 
as compared with one who drives 
a Rolls Royce, likes opera and clas- 
sics? 


Application of Method 


Now let us see how these are applied 
in tackling a problem. A manufac- 
turer of a certain type of laxative 
wanted to know why his sales were 
weak in certain markets and what ad- 
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vertising appeals would be most effec- 
tive. A study was designed to explore 
these questions. 


1. What are the attitudes and habits 
toward laxatives and their use? 
What feelings attach to laxatives 
and their use? 

2. What are the ideas about various 
types such as laxative chewing 
gum, syrups, powders, pills, etc.? 
Do there seem to be systematic 
differences in attitudes toward dif- 
ferent types? 

3. Are there differences in personality 
factors influencing use of laxatives 
or choice of types? Do certain per- 
sonality characteristics tend to ap- 
pear in people who use a lot of 
laxatives or who prefer one type 
over another? 

4. Are there differences in attitudes 
and use in age, sex, or social class 
groups? 

5. What are the attitudes and feelings 
about the particular brand? 

6. What are the characteristics of its 
users in terms of age, sex, social 
class, and personality factors? 

7. What types of advertising appeals 
would be most effective with dif- 
ferent types of people? 


Tact and Indirection 


Now the data required to answer 
such questions ranged from straight 
information on types and frequency of 
use to subtle personality data. Fur- 
thermore, laxatives are not a topic 
which everyone will talk about freely 
so the interviews would have to over- 
come this reluctance and draw out 
ideas not commonly expressed. Clearly 
such data could not be obtained 
through the rigid question and answer 
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questionnaire. Instead we designed an 

elaborate interview guide making use 

of: 

1. Conversational questions: i.e., “Tell 
me your ideas about the use of laxa- 
tives?” 

2. Sentence completions: i.e., “Please 
tell me how you would complete 
these sentences: 

“A good laxative... .’ 

8. Projective personality tests: i.e., 
the informant is shown a picture 
of a man and woman and asked to 
make up a story about it. 

4. Projective questions: i.e., “Imagine 
Mrs. Jones, who takes a laxative 
daily. What kind of a woman do 
you think she is?” 


’ 


In addition there were a number of 
other devices through which the in- 
formant could express his ideas as to 
what kind of people prefer which laxa- 
tives. Finally, a number of different 
advertising themes were discussed. 

From analysis of these rich and 
varied data, it was possible to answer 
the research questions and provide 
guidance to the company in developing 
its advertising and marketing plans. 


NATURE OF MOTIVATIONAL 
RESEARCH 


That there is a great difference be- 
tween this type of study and the con- 
ventional market research approach to 
the same problems is quite clear when 
you consider either the type of data 
dealt with or the way the data is han- 
dled. In the first place, the data con- 
sist primarily of a report of what the 
informant says in response to the 
questions. 

Another basic difference between 
the motivation research and the census 





Summer 


taking or data collecting research lies 
in the treatment of the data and the 
character of the research reports. As 
Mr. Alfred Politz so aptly expressed 
it, much of the customary market re- 
search is “statistical exercises” and the 
preparation of the research report is 
essentially the statistical compilation 
of tables. 

Any competent motivation research 
report is primarily an interpretative 
analysis of the data in which the re- 
search draws conclusions and presents 
them in the report. This interpreta- 
tion of the data usually requires many 
man hours of time of highly trained 
analysts. In analyzing our time sheets 
we find that professional time in hours 
on a study runs much higher than the 
clerical time and is only exceeded by 
the interviewer man hours. 


Patterns of Criticism 


Motivation research is thus heavily 
dependent upon the interpretative skill 
and judgment of the analyst. In ordi- 
nary quantitative studies the data are 
interpreted by the client and the re- 
search is judged by techniques and care 
used in collecting data. This difference 
lies behind much of the current dispute 
over motivation research. The pat- 
terns of criticisms are as follows: 

1. It is criticized because it presents 
interpretations which are based on 
theories and concepts not common 
knowledge to the average market 
research man. 

2. It is criticized because it used com- 
plex data which are not statistical 
in nature. There is a feeling that 
a statistical table of expressions of 
opinion is somehow more “real” 
than a sheaf of interviews. Also, 
that conclusions drawn from a 
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table are sounder than those drawn 
from interviews. Actually, both 
kinds of data are real, but they have 
different adequacies and inadequa- 
cies for interpretation. 


3. It is criticized because it usually 
uses smaller samples and often 
makes broad generalizations from 
these samples. The problem of 
what is a proper sample is a com- 
plicated one, since it depends upon 
the research problem, the extent 
and nature of the phenomena stud- 
ied, etc. A proper sample predict- 
ing population growth within an 
accuracy of five percent is quite 
different from the proper sample 
for describing the range of atti- 
tudes toward laxatives. 


4. It is criticized because of the use 
of psychological techniques. Many 
critics claim that the projective 
techniques such as _ story-telling, 
sentence completions, etc., have not 
been validated in clinical practice 
where they are used to explore per- 
sonality. However, since the pro- 
jective techniques are not used for 
the same purposes or handled in 
the same manner, such arguments 
seem to be missing the point. To 
point out that the Rorschach is 
criticized by many psychiatrists 
seems meaningless as a criticism of 
motivation research where the Ror- 
schach is not used. 


A Variety of Techniques 


Actually in dealing with certain 
kinds of data the direct question is the 
most practical. The simplest way to 
enumerate car ownership is to ask di- 
rectly. But to explore attitudes which 
the individual does not want to express 
or is unaware of, the direct question 
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is inadequate. This assumption—that 
the simple direct question is reliable 
while the indirect probing technique is 
not reliable—is implied in many of the 
arguments. The only realistic view is 
that there are a variety of techniques 
for gathering data, each has its uses 
and its limitations, and they are rarely 
interchangeable. 


USE OF MOTIVATIONAL 
RESEARCH 


Now let us discuss the problem of 
a company considering the use of moti- 
vation research. In general it should 
raise the following question: 


With what kinds of problems can it 
help us? Since motivation research 
can be directed toward the whole field 
of human behavior and motivations, 
its range is wide. However, let me 
describe some of the problems our cli- 
ents have brought to us. 


1. A manufacturer of containers was 
losing certain markets to a com- 
petitive type and material. They 
wanted to know: 

a. Whether this was due to a trend 
in consumer attitudes and pref- 
erences. 


b. If so, could it be counteracted 
by advertising, public relations, 
and product improvements? 


2. A producer of a food product found 
that after phenomenal increases the 
first couple of years the sales curve 
was leveling off, even though the 
market was far from saturated. 
Many market surveys showed 
strongly favorable attitudes toward 
the product. They wanted to know 
why they were ceasing to grow and 
what to do about it. 
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3. A corporation was concerned with 
its public relations. It wanted to 
know what was its image in the 
public mind and how to improve it. 


4. A company felt its advertising was 
not as effective as its competitors. 
It wanted to know: 
a. What were the attitudes toward 
the type of product? 
b. How did its product’s image 
compare with its competitors? 
c. What advertising themes and 
messages would be most effec- 
tive? 
5. A company selling house-to-house 
to housewives wanted to know: 
a. How housewives felt about the 
company and its products. 
b. What kind of salesmen would 
be most effective. 


c. How to motivate its salesmen. 


In all these cases the companies had 
active market research departments 
and were skilled in the use of ordinary 
research. They came to us only after 
having failed to answer their questions 
through such research. 

In general, where the question in- 
volves understanding and predicting 
attitudes and behavior, it is one worth 
discussing with an expert in motiva- 
tion research. 


Just what kind of answers will motiva- 
tion research give? Motivation re- 
search can be expected to do several 
things depending upon the problem. 


1. It can give an understanding of the 
motivating forces at work. This 
often is a matter of principles 
which, once understood, can be ap- 
plied to future problems as well as 
the one immediately at hand. 
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2. It can give a range of fresh ideas 
about a problem which may lead to 
improved approaches. This is espe- 
cially true in advertising—motiva- 
tion research often turns up a 
range of ideas which the creative 
people find stimulating. 

3. It can give specific answers to some 
problems. For certain kinds of 
questions, it can provide a very spe- 
cific answer or set guide lines for 
action. 


However, do not expect motivation 
research to be a substitute for execu- 
tive judgment and experience or for 
creative talent in advertising and sell- 
ing. 


How do I select someone to do this re- 
search? Today many companies now 
claim that they are proficient in the 
field—so how does one choose among 
them? What criteria may be used to 
select the competent among them? As 

a general guide, these questions should 

be asked: 

1. What is the professional back- 
ground and experience of the key 
people in the organization, and 
especially those responsible for 
the research and interpretations? 
Sound work in this field requires 
more than a superficial knowledge 
in the behavioral sciences. Be wary 
of the research men who after 
years of ordinary quantitative re- 
search suddenly blossom out as 
experts in motivation research. Or 
the person who brags that he is a 
“practical man” not a “long haired 
professor.” 

In general, you can rely best on 
men who have sound academic 
training and a professional repu- 
tation as social scientists in some 
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field. The man with professional 
integrity will not seek to exploit 
the ignorance of his clients. 


2. What is the experience of the or- 
ganization and its experts in this 
field? 


The gap between professional 
knowledge and its application in 
this field is considerable. Not any 
psychologist can, without previous 
experience, turn out a sound piece 
of motivation research. If you give 
a job to an inexperienced organi- 
zation or individual, you may be 
paying for its or his education, and 
may receive a study of dubious 
value. 


3. What is the professional manpower 
of the organization? Since the 
planning of a study and the analy- 
sis of the data require heavy 
amounts of professional time, it is 
important that the professional 
manpower be available. Many or- 
ganizations now hire a professor 
of psychology as a consultant and 
then claim that they are prepared 
to do motivation research. Unfor- 
tunately, this does not provide 
qualified people who can spend days 
going over interviews and seeking 
the significant factors and check- 
ing and rechecking their conclu- 
sions. 


4. What is the reputation of the or- 
ganization among its clients? 


Do the clients feel that the organi- 
zation is professional in its atti- 
tudes and can be relied on to do 
honest and trustworthy work? Do 
they feel that it is practical and un- 
derstand the practical problem? 
Do they feel that its research is 
helpful to them? 
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If in selecting a research firm you 
can get satisfactory answers to these 
questions, then you have chosen well. 
The experienced, professional organi- 
zation will give you careful, depend- 
able research. And more important, 
they will not make recommendations 
unless there is a sound basis for them. 
Since you buy judgment in such work, 
it is important that the judgment be 
sound. 


What Can Institutional Research Do? 


There are several important things 
to be kept in mind when venturing into 
such research. First, it is not a cure- 
all or a substitute for executive judg- 
ment. No research can tell you how 
to run your business, how to design 
your products, or how to write your 
ads. It can, however, give you insight 
and understanding, can set certain 
guiding principles, and can answer 
certain kinds of questions. 

Another thing we find is that where 
an executive group is willing to study 
and think about a motivation research 
study, they find useful ideas and prin- 
ciples which often go beyond the im- 
mediate research problem. For ex- 
ample, one study centered around 
increasing the sales of certain new 
products. In the course of the research 
there were a series of conferences with 
the management group discussing var- 
ious phases of the study. By the time 
the work was finished, they had de- 
veloped ideas for application in public 
relations, in customer relations, in ad- 
vertising and in merchandising. 

I believe that those who in such a 
fashion aggressively seek greater 
knowledge and insight will gain the 
most from this new development in 
research. 





PEDRO C. M. TEICHERT 





Investment 


in Latin America 


Today’s source of raw materials is tomorrow’s market. 


Because of political developments in 
the rest of the world, Latin America 
has remained in the background, at 
least publicity-wise, as an area of po- 
tential investment and market oppor- 
tunities for the American businessman. 
Few people realize the unprecedented 
rate of growth that has taken place in 
Latin America during the past two 
decades. Of course growth can only 
take place if sufficient capital invest- 
ments are available, and the larger the 
amount of these funds, the faster will 
economic development be pushed for- 
ward. In 1953 it had been estimated 
that to maintain healthy and steady 
growth in Latin America its economies 
would require yearly investments of 
$714, billion dollars. But total invest- 
ments in 1953 only reached $5.95 bil- 
lion. Therefore it became the imme- 
diate goal of the Latin American 
republics to raise capital formation by 
about $1.3 billion a year; that could 


only be achieved if both domestic and 
foreign investment expanded. 

Latin America’s population is now 
growing 2.3 per cent per year. In 1953, 
to expand output just enough to match 
the growth of population required $5.2 
billion gross annual investment. Fur- 
thermore, each one per cent increase 
in output above the rate of population 
growth requires an additional $1 bil- 
lion investment. On the average, a 2 
per cent per year rise in living stand- 
ards is a reasonable goal. It almost 
exactly matches the historic trend in 
the fast-growing U. S. economy. 
Though Latin America has been grow- 
ing at a faster rate after World War 
II — under exceptionally favorable 
conditions —its 1935-1945 rate of 
growth averaged about 2 per cent. To 
keep up this 2 per cent increase in 
yearly output per person is a fairly 
realistic goal; theoretically it should 
require $2 billion, or, if very wisely 
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used, at least an annual investment 
increase of $1.5 billion. 

To boost investments by $1.5 billion 
a year is certainly possible, but it can- 
not be done by domestic or foreign 
investments alone. Both will have to 
increase at the same time if the job is 
to be done. And of course the larger 
the increase of foreign investments, 
the less will be the sacrifice people 
would have to make in foregoing con- 
sumption expenditures to increase local 
savings and investments. For all prac- 
tical purposes it might be said, there- 
fore, that the larger the foreign invest- 
ments, the faster the rate of Latin 
American development will be. The 
true evaluation of this situation has 
lately brought about a change in in- 
vestment climate and a new willingness 
of Latin American governments to col- 
laborate with the U. S. and to attract 
its business and investment funds for 
their economic development. 


THE CLIMATE CHANGES 


World War II had offered an excel- 
lent opportunity to strengthen Latin 
American economic development 
through the process of industrializa- 
tion. World shortages of industrial 
goods encouraged their local produc- 
tion. After the war, the traditional 
Latin American policy of tariff protec- 
tion was upheld and the process of in- 
dustrialization was continued. In the 
meantime, the world climate became 
such as to prompt the industrial pow- 
ers of the Western World to help the 
underdeveloped nations in the demo- 
cratic camp in their development. For 
all practical purposes the new process 
meant industrialization.? 

The new international climate marks 
the breakup of the anti-foreign invest- 
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ment cycle in Latin America. Those 
governments can now afford to invite 
foreign capital on their own terms— 
which mostly means equal treatment 
with native capital. Latin America is 
no longer fearing the loss of political 
power and economic control to foreign 
capital. The unprecedented Latin 
American developmental boom of the 
past 10 to 13 years has made this 
change in attitude possible; it is par- 
ticularly noticeable since the early 
1950’s. Foreign capital is not only wel- 
come again, but it is actively sought 
after and encouraged to come to Latin 
America. The only trouble seems to 
be that not enough can be obtained to 
further accelerate Latin America’s out- 
standing growth. 


The Second Wave 


A second wave of capital develop- 
ment is on its way, different from the 
first wave of the late 19th century, in 
that the governments of today are con- 
fident that the admission of foreign 
capital and business will not interfere 
with their political and economic con- 
trol over their respective countries. 
Mixed corporations with government 
funds participating, profit-sharing reg- 
ulations, guarantees of a fair return 
on foreign capital investments, and 
reasonable reinvestment provisions, as- 
sure that there will be no repetition of 
Latin America’s 19th century exploita- 
tions by foreign capital. Development 
is to be mutually beneficial. 

The Latin American governments 
have realized that they can gain by 
collaborating with foreign enterprise. 
Venezuela, Mexico, and Brazil afford 
outstanding examples of the mutual 
benefit obtainable from such collabora- 
tion. But other republics too have 





44 BUSINESS TOPICS 


realized that to achieve economic goals 
without foreign help is almost impos- 
sible, or at best very slow. Argentina, 
Bolivia, and Chile are good examples of 
the shift in attitude away from isola- 
tionism. They are making it easier for 
foreign capital to come in and for al- 
ready established businesses to repatri- 
ate part of their earnings. It is a sig- 
nificant sign of the government’s de- 
sire to encourage foreign investment, 
that guarantees are given against 
sudden and unfair expropriation 
(which in any event does not seem 
very likely in manufacturing and com- 
merce, the two fields of fastest expan- 
sion). 


FIELDS OF CHANGE 


Two factors are important as far as 
the field, direction, and magnitude of 
recent foreign investments in Latin 
America are concerned. The first one 
deals with the new policy toward for- 
eign investors, which will be further 
elaborated below. The second factor 
influencing foreign investments is the 
character of Latin American develop- 
ment itself; that is, the pattern and 
magnitude of contemporary economic 
development. 

In connection with this latter point, 
it is significant that industrial develop- 
ment in Latin America has gone on 
faster than agricultural. This is true 
in spite of the fact that Latin America 
is still predominantly an agricultural 
area in the sense that some 58 per cent 
of its active population works on the 
land. Nevertheless, most of the larger 
Latin American republics already de- 
rive more income from industry than 
from agriculture. Even such countries 
as Uruguay and Peru belong in this 
group.* In 1954, for the first time, the 
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value of Peruvian industrial output 
topped that of agriculture. In Uruguay 
this was the case as early as 1951. 
Many of the other Latin American na- 
tions will soon follow suit, since the 
percentage of workers in manufactur- 
ing is rising almost three times as fast 
as that of agricultural employees. The 
following figures give a clear picture 
of that development: 


TABLE I 


STRUCTURE OF EMPLOYMENT IN 
LATIN AMERICA 


(Millions of Persons Employed) 





% Increase 


1945 1955 = 1945-1955 
Agriculture .... 29.8 35.3 18 
Manufacturing 
and Building . 7.4 10.7 45 
MING 566 cscs 0.5 0.6 20 
All Others ..... 12.0 14.7 22 
49.7 61.3 23 





Source: The Chase National Bank. Latin American 
Business Highlights. New York, September 1954, p. 4. 


For the Latin American area as a 
whole, food processing and textiles are 
still the largest manufacturing indus- 
tries, but heavy industries are now 
growing fastest, especially where steel 
mills are located. Chemicals, of course, 
constitute one of Latin America’s fast- 
est growing industries, and at the same 
time, one of the area’s fastest growing 
imports and foreign investment out- 
lets. In 1950, U. S. capital investment 
in Latin American chemical manufac- 
turing totaled $205 million, 714 times 
the 1936 figure and more than three 
times the comparable amount for 1940. 
In 1950, more than one-fourth of U. 8. 
foreign investment in Latin American 
manufacturing went into chemical 
production. 
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Accent on Manufacturing 


It is manufacturing as such, includ- 
ing chemical development, that has had 
the largest increase, next to petroleum 
investments which went mostly to 
Venezuela. Also more and more U. 8. 
firms serve the Latin American market 
by manufacturing on the spot, rather 
than by exporting. U.S. manufactur- 
ing investment in the area rose from 
$192 million in 1936 to $1.2 billion in 
1952 and it has been calculated that by 
the mid 1970’s it may add up to as much 
as $3.5 billion, if the investment cli- 
mate remains favorable. 

As a result of the favorable climate 
in Latin America for the past five to 
six years, United States investments 
in the area have increased tremendous- 
ly. This is clearly indicated by Table 
II. 

From an analysis of the ranking of 
investments in 1919 as compared with 
1955 or 1957, it appears that a shift 
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has taken place from primarily invest- 
ing in mining and smelting as well as in 
agriculture, to a predominance in pe- 
troleum, manufacturing, and _ public 
utility investments. This change is 
frequently interpreted to mean that 
foreign investments in general are no 
longer directed toward the exploitation 
of national resources for the benefit of 
foreign nations and enterprises. 

In 1952 direct U. S. manufacturing 
investments made up 20 per cent of all 
foreign investments, compared with 
only 7 per cent in 1936. Furthermore, 
it accounted for 54 per cent of new 
U. 8. direct investment flowing to the 
twenty republics between 1950 and 
1952. Growth has been fastest in 
chemicals, rubber products and the 
assembly of autos and appliances.5 
Development in this direction is the 
result of protectionist policies followed 
by most Latin American republics and 
the determination to industrialize.® 


Table II 


IMPORTANCE OF U. S. INVESTMENTS 
IN SELECTED LATIN AMERICAN INDUSTRIES 


(Millions of Dollars) 








Ranking 1919 Ranking 1955 Ranking 1957 
All Industries, total ............ 1,988 6,556 8,800 
Mining & Smelting 1 661 4 1,022 4 1,200 
Petroleum 3 326 1 1,779 1 3,200 
Manufacturing 5 84 2 1,366 2 1,700 
Public Utilities 4 312 3 1,132 3 1,300 
Trade 6 71 6 440 
Agriculture 2 500 5 sat 12m 1,400 
Miscellaneous 7 34 7 219) 





Source: U. S. Department of Commerce. “The Role of U. S. Investments in the Latin American Economy”, 
Survey of Current Business, January 1957. For 1957 figures see Foreign Commerce Weekly, September 29, 1958, 
p. 4. 
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It is obvious that foreign invest- 
ments will now have to follow the 
structural changes brought about by 
Latin America’s industrialization drive. 
It is in manufacturing in general that 
foreign investments find their most 
fruitful field today, and it is here that 
they are most encouraged by the in- 
vestment policies of the Latin Ameri- 
can governments. 


THE TARIFF WALL 


The counterrevolution in economic 
policy has not affected the traditional 
policies of industrial protectionism in 
Latin America. It has had an effect 
on direct government participation in 
the nation’s productive effort, in the 
sense that it now becomes fairly clear 
which fields of activity are reserved 
for the government, and which for 
private investments. Manufacturing 
has definitely been left to private en- 
terprise. This is best illustrated by 
the Mexican example. 

While transportation and communi- 
cation facilities, as well as the petro- 
leum industry, received 100 per cent 
of their investment funds during 
1939-1950 from the Mexican govern- 
ment, electric power generating capac- 
ity in 1950 was only 28 per cent 
government owned. In agriculture, 
government investment represented 
three-fifths of the total, since most of 
it went into large irrigation projects 
which would not be profitable to pri- 
vate enterprise.? Private investment 


was mainly responsible for the growth 
of industry, construction, motor vehi- 
cles, and mining. But, of course, the 
tremendous growth in the private sec- 
tors could not have been accomplished 
without the indirect benefits derived 
from the public investments mentioned 
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above, nor without the government ex- 
penditures and general welfare activi- 
ties, including the construction of 
schools and hospitals and the develop- 
ment of various types of training 
facilities. These government invest- 
ments tended to encourage private in- 
vestment. 

While the largest part of U. S. in- 
vestments in Latin America is made in 
the petroleum industry, mainly in 
Venezuela, where foreign capital is 
developing this resource, this is not 
true for most other important Latin 
American countries. Neither in Mexi- 
co nor Argentina nor Brazil has private 
capital had a chance to participate to 
a large extent in the exploration of 
petroleum resources. This might easily 
change in the future. As for public 
utilities (excluding railroads), foreign 
capital is welcome together with native 
capital. In mining, manufacturing, 
commerce, and construction there are 
no restrictions at all to its entry. 


Encouragement and Inflation 


Laws regarding the profit position 
of foreign owned enterprises and 
branch plants have also been relaxed. 
Larger profit accumulations and re- 
mittances back home are now possible. 
Many of the recent investment laws 
testify to that effect. In order to en- 
courage savings, reinvestments, and 
capital accumulation, Mexico, for in- 
stance, has followed a policy of en- 
couraging profit accumulation. <A de- 
liberate policy of inflation, which has 
squeezed the real incomes of the lower 
economic classes, raised the incomes 
of the rich, since it is from the latter 
class that the bulk of the national sav- 
ings generally arises. The same has 
happened in Chile and Brazil. 
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Similar provisions have been imple- 
mented in Colombia in connection with 
its austerity program, which proposes 
a deliberate and considered policy of 
stimulating local production to substi- 
tute for imports. It also contemplates 
a complete revision of the customs 
categories and the applicable duties 
directed toward protecting local indus- 
try from foreign competition. As a 
result of these measures the establish- 
ment of the Colombian automobile as- 
sembly industry has progressed and 
numerous foreign firms are exploring 
the possibilities of establishing local 
branch plants behind the new tariff 
wall.® 

In many Latin American countries it 
is argued that agriculture is already 
producing all it possibly can, and that 
because of increased mechanization, 
agriculture needs fewer and fewer peo- 
ple every year. Therefore additional 
output of industry, employing labor 
not needed in agriculture, will be a net 
addition to national output. Expansion 
of industrial output will take care of 
both disguised unemployment on the 
farms and unemployment in the cities 
and urban centers. In the more ad- 
vanced republics of Latin America, 
rapid population increase and mech- 
anization of farms creates a permanent 
exodus of unemployed labor to the 
cities. Only industry can absorb these 
people and simultaneously add to the 
national product. 

Enticed by the policy of encourag- 
ing profit accumulation, many U. S. 
firms have established branch plants 
in Latin America and in 1955 accounted 
for 20 per cent of the net output of 
Latin American industry. In the same 
year Latin American subsidiaries and 
branches of U. S. companies employed 
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more than 600,000 persons. Gross in- 
vestments by U. S. companies for the 
year 1955 were nearly $600 million, of 
which $300 million were invested in 
the petroleum industry, $110 million 
went into manufacturing and $60 mil- 
lion each went into mining companies 
and public utilities.1° 

Eventually the Latin American in- 
dustrialization drive itself will further 
widen the market for the output of the 
already existing enterprises and for 
new investments. Increased prosperity 
and increased trade will ease the bur- 
den on the balance of payments and 
abolish some of the foreign exchange 
restrictions. Most nations already 
have elaborate foreign investment laws 
which guarantee certain profit remit- 
tances and repatriation of capital. It 
has been reported for 1955, for in- 
stance, that the rate of direct income 
taxation on U. S. companies in Latin 
America ranged from about 63 per cent 
in the mining industry to 47 per cent 
in petroleum and 37 per cent for manu- 
facturing. Further advantages accrue 
in connection with personal income 
taxation, if the investors themselves 
should reside in Latin America.” 


THE OPENING OF DOORS 


The trend is to increase concessions 
to foreign investors. Chile, Argentina, 
and Bolivia are excellent examples of 
this new trend. Mexico, of course, is 
fortunate enough to have no exchange 
restrictions at all. One country after 
another is making concessions to for- 
eign capital in one way or another. At 
present the U.S. has signed investment 
guarantee agreements with Bolivia, 
Colombia (convertibility only), Costa 
Rica, Cuba, Ecuador, Guatemala, Haiti, 
Honduras, Paraguay and Peru (con- 
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vertibility only). These agreements 
enable ICA, under its Investment 
Guarantee Program, to offer insurance 
to cover new private U. S. investments 
in those countries against currency in- 
convertibility and against loss by ex- 
propriation. Many republics are willing 
to let foreign capital participate in 
joint ventures and others return gov- 
ernment-owned enterprises to private 
investors. 

As an example, in November, 1956, 
an important measure was submitted 
to the Chilean Congress by the nation’s 
Executive in the form of a petroleum 
bill under which private capital, both 
Chilean and foreign, would be permit- 
ted to participate in seeking and de- 
veloping oil resources.1* In December, 
1956, Bolivia abolished import and ex- 
port licensing and established free ex- 
change. At the end of 1956 the 
Ecuadorian government announced a 
policy of fostering private enterprise. 
The government even contempates re- 
turning to private enterprise the rail- 
roads and the government monopolies 
including two government owned match 
factories. Studies of the industrial 
protection contract system are being 
made, with a view to simplifying it and 
speeding up the establishment of new 
industries.° 

A similar trend is discernible in 
Argentina, where the new government 
seems to be adopting an increasingly 
liberal policy toward private foreign 
investments, including the petroleum 
industry. Since native sources are not 
prepared to finance the heavy expendi- 
tures required to re-equip Argentina’s 
industries and transportation facilities, 
run down in the past 10 years, there 
exists a great potential for U. S. and 
foreign investments. The same op- 


Summer 


portunity exists in the petrochemical 
industry, which is not reserved for the 
government, and for which adequate 
supplies of domestic hydrocarbons are 
available.4* Incidentally, Mexico is 
taking the same approach with its 
petrochemical industry, leaving it open 
to the participation of private and 
foreign enterprise. 


Central American Encouragement 


Central America also has opened its 
doors to foreign investors. Apart 
from the considerable investment pos- 
sibilities in agriculture (vastly impor- 
tant in Central American economics) 
industry offers excellent opportunities 
for foreign enterprises, especially in 
the fields of food processing and can- 
ning, textiles, cement, simple chemicals 
and construction materials.% Of im- 
portance to the foreign investor in 
Central America is the trend towards 
closer economic relationships and in- 
tegration of the Central American 
republics. If artificial obstacles such 
as customs duties could be eliminated, 
a large single free market with 9 mil- 
lion people would afford an excellent 
opportunity for further industrializa- 
tion. In that case, the establishment 
of such industries as glass, tires, paints 
and varnishes, chemicals and the as- 
sembly of cars, trucks and appliances, 
would become profitable and feasible. 
This list could easily be extended to the 
manufacture of petroleum derivatives, 
fertilizers, insecticides, veterinary and 
biological products, tires and tubes, 
ceramics, plastics, fishery products and 
metal pipes. 

It certainly will be interesting to 
watch the development of a Central 
American Benelux Customs Union now 
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in its making. But of more importance 
is the fact that all five Central Ameri- 
can governments have independently 
adopted active economic development 
policies. Special development banks 
and institutions have been established 
and programs have been initiated for 
the improvement of transportation and 
electric power production, both basic 
services and pre-conditions for the 
attraction of private foreign  in- 
vestments. Beyond this, the above 
governments have taken special meas- 
ures to encourage private investment 
both domestic and foreign; for in- 
stance, there exist no controls over 
foreign exchange transactions in 
Guatemala, El Salvador, and Honduras. 
In Nicaragua and Costa Rica, exchange 
regulations for remitting profits and 
dividends and for the treatment of 
foreign investments in general are 
moderately good.1® 

Furthermore, legislation recently 
adopted, or in process of formulation, 
in all five countries offers tax incentives 
to new enterprises, particularly in new 
manufacturing fields. In Costa Rica, 
Guatemala and Honduras, foreign capi- 
tal is also allowed to explore petroleum 
resources and has been doing so for 
quite a while. Another country where 
foreign investments are encouraged 
and special benefits offered to attract 
it is Cuba.'7_ In Colombia, U. 8S. capital 
is participating in the exploitation of 
uranium deposits, and the assembly of 
Studebaker cars and Westinghouse ap- 
pliances is proposed. 

Mexico’s Nacional Financiera —a 
Mexican government financial institu- 
tion—has declared its intention to con- 
tinue to sell additional shares of Altos 
Hornos — a steel manufacturer of 
which it owns the controlling stock.'® 
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In Brazil, the American Foreign 
Power Company plans total invest- 
ments during 1957-61 amounting to 
$93,158,000 U. S. and including addi- 
tional Brazilian currency, $226,327,400 
U. S. will be invested. Brazil, one of 
the most stubborn nations in Latin 
America when it comes to participation 
of foreign investments in the ex- 
ploitation of its mineral resources, 
has affirmed the desirability of a petro- 
chemical industry financed by private 
capital.1® The trend is definitely for 
governments to keep control only of 
those industries and activities that are 
basic to the prosperous development 
of an industrial economy of the free 
enterprise variety. Despite social and 
welfare legislation, Latin America is 
now closer to free enterprise than it 
ever was before. 


AN EXPANDED MARKET 


A short glance at the Latin Ameri- 
can picture immediately shows the tre- 
mendous development potential that 
can be expected from the 20 sister 
republics. It is also clear that a change 
has taken place in the treatment of 
foreign investments. Most Latin 
American countries are now willing and 
eager to attract foreign capital. 

For the American businessman, the 
largest Latin American supplier, this 
means an expanded market. For the 
investor it means new opportunities at 
profitable rates, since the productivity 
of capital in underdeveloped areas is 
oftentimes larger than in the United 
States. Finally, from a political point 
of view it might be very profitable for 
U. S. business in the long run to be 
more positive in helping develop the 
Latin American economies. Here is 
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a vast area next to the United States 
border where the threat of communist 
domination is smallest. This geograph- 
ical fact minimizes the prospects of 
U. S. investment outlays falling into 
communistic hands, as has unfortu- 
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nately happened in other areas of the 
world. In the near future Latin Ameri- 
ca might very well be considered as one 
of the most promising potential mark- 
ets for the U. S. investor as well as a 
strategic provider of raw materials. 
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JOHN M. HUNTER 


Dilemmas of Public Control in 


Underdeveloped Countries 


The problems of “public control” in 
underdeveloped countries have been 
too little explored by experts in this 
field. Solutions to the problems are not 
easy and lie largely outside my compe- 
tence. Most of my attention, therefore, 
will be devoted to discussing the prob- 
lem, while I shall only comment briefly 
on possible solutions. 

The range of “public control” is 
wide indeed—from the determination 
of rate structures for public utilities 
to such things as monopoly regulations 
and quality control in the production 
of food and drugs. I confine myself 
here primarily to the monopoly ques- 
tion in those industries not commonly 
considered public utilities. At the out- 
set, however, it should be noted that 
the definition of public utilities in un- 
derdeveloped countries may have to be 
different from that commonly accepted 
in more developed economies. For ex- 
ample, let us suppose that in such a 
poor country there is a single producer 
of asbestos cement roofing materials, 


Characteristics of backward countries 
call for re-ecamination of the concept 


of government regulation of business. 


and that there is little opportunity for 
anyone else to enter this field because 
of the fact that the capital investment 
required is very high relative to the 
size of the market. Suppose further 
that the only possible substitutes are 
imported corrugated iron sheeting and 
domestically produced clay tile roofing. 
Both are very expensive and are gen- 
erally not close substitutes. One might 
well argue in such a circumstance that 
the firm producing the asbestos cement 
roofing is very close to being, if in fact 
it is not, a “public utility”. However, 
I will employ here the more general 
understanding of the use of his term. 


CHARACTERISTICS OF 
UNDERDEVELOPMENT 


The following are the critical char- 
acteristics of underdeveloped coun- 
tries which make the problem of pub- 
lic control different than that experi- 
enced in the more developed countries: 


A) They are generally marked by a 
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B) 


C) 
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low level of education. This has 
a number of effects: 1) The dis- 
semination of market information 
is extremely difficult, if not impos- 
sible. This reduces the possibility 
of approaching anything like com- 
petitive conditions and the “per- 
fect information” required there- 
for. 2) Government policy is much 
less comprehensible to the bulk 
of the people, and much less re- 
sponsive to their needs and de- 
mands. Where democracy is prac- 
ticed, it may lead to foolish eco- 
nomic policy because of imperfect 
understanding of issues by the 
electorate. 


Partly because of the low level of 
education and partly for other 
reasons, the governmental service 
frequently suffers from a low level 
of administrative skill and ability. 
First rate administrators are ex- 
tremely scarce and have other op- 
portunities available to them. Ad- 
ministrators are frequently also 
underpaid. Beyond this, the fact 
that the basic population is not 
well educated would make the ad- 
ministration of sophisticated gov- 
ernmental policy difficult even if 
the administrators themselves 
were numerous, capable and 
honest. 


The structure of the markets is 
perhaps more critical. Markets 
in underdeveloped countries differ 
considerably from those in the 
United States, for example. The 
most obvious difference is the size 
of the “national market’, which 
is a function of a number of 
factors: 1) geographic bounda- 
ries, 2) population size, 3) per 
capita income and its distribution, 


D) 
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4) the nature of the product it- 
self. The nature of the transpor- 
tation system or systems is, of 
course, of crucial importance to 
the market structure. It is clear 
from the outset that these char- 
acteristics are such that one can- 
not generalize for all countries. It 
is generally true, however, that 
the “national markets” for most 
products are much smaller in un- 
derdeveloped countries than they 
are in the United States.1 This is 
clearly the case for many coun- 
tries in Latin America because of 
their physical size if for no other 
reason. For the larger countries, 
such as Brazil, small per capita 
income accounts for small size. 

I suggest, too, that there is less 
responsibility to the public felt by 
industry and business in these 
countries than in the United 
States. The desirability of good 
public relations may not yet have 
asserted itself in these countries; 
moreover, in most cases the mas- 
ses of the consumers do not yet 
have the ability or means to ex- 
press themselves well to the gov- 
ernment concerning their desires 
for protection from businesses. 
This should not necessarily be re- 
garded as a character fault of 
businessmen in underdeveloped 
countries; it is rather that they 
are going through the “public be 
damned” stage which is said to 
have characterized U.S. business 
fifty to seventy-five years ago.? 


THE DILEMMA OF COMPETITION 


The first dilemma in public control 
is what to do about maintaining com- 
petitive conditions if, in fact, it is con- 
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sidered desirable to do so. This is, of 
course, debatable and debated. The 
issues will not be discussed here; 
rather, I assume that major depend- 
ence must be placed on market mecha- 
nisms. This is not a problem unique 
to underdeveloped countries. The 
unique feature in such countries is the 
range of industries which it must 
encompass. Let us first consider two 
types of industries, although there are 
a considerable number which fall be- 
tween these two extremes. 


Two Forms of the Monopoly Problem 


The first may be characterized by 
the asbestos cement products industry 
mentioned above. Generally this in- 
dustry requires massive amounts, in 
terms of the economy being discussed, 
of scarce capital goods. Its output will 
be large relative to the size of the na- 
tional market because of the relative 
indivisibility of these capital units. 
The technology as well as the machin- 
ery must be imported. While it may 
be technologically possible to design 
and produce machinery of dimensions 
consistent with competitive conditions 
in the underdeveloped countries, this 
is not generally economically available 
as the units are not designed for 
“small” markets. Thus the capital in- 
vestment required and the concomi- 
tant expense plus the output relative 
to the size of its market at the present 
time (and in the immediate future) 
will make it very unlikely that addi- 
tional firms could be inserted into the 
industry in any fashion without ex- 
tremely deleterious effects upon the 
industry. In short, enforcing com- 
petition by requiring two or four or 
six or eight firms to produce this or a 
similar product would probably result 
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in the elimination of the industry. 
Then it would be necessary to use more 
expensive and less suitable product 
substitutes or to do without entirely. 
The range of such industries is wider 
than would at first appear to be the 
case. It may even cover such things as 
the manufacture of shoes, iron and 
steel products, certainly glass, and 
many other products in which techno- 
logical requirements are high and the 
output of product per manufacturing 
unit is relatively great. 

At the other extreme lie firms pro- 
ducing goods requiring little capital 
in absolute amounts. There may be 
many firms turning out identical prod- 
ucts within the political confines of 
the nation. Even in this case, the 
monopoly problem may be great. This 
is true because one must always take 
into account the size of the market 
when considering the degree of mo- 
nopoly in it. Even though one may by 
physical count find a very large num- 
ber of brick factories in a particular 
country, this by no means indicates 
that there is no monopoly problem. 
Both products and buyers have very 
low mobility in these economies. Thus 
market sizes for many products will 
be extremely small.4 For example 
even if one finds a very large number 
of drug-stores in a particular country, 
the fact that 90 percent of the poten- 
tial customers of these drug-stores 
must go to them on foot indicates that 
the degree of the monopoly for any 
one of them may be very high because 
the buyer has no real alternative. Or 
the fact that bricks or tile or salt or 
animal foodstuffs must be carried by 
the customer to his farm by burrito 
also indicates that it matters little to 
him that there may be 1,000 sellers of 





54 BUSINESS TOPICS 


some other commodity that he uses. 
Further, the market situation for the 
campesino is not only one of monopoly 
in the things that he buys but very 
likely monopsony in the items that he 
sells, because his crop, to the extent 
that it is a commercial one, probably 
has to be delivered to the nearest 
pueblo by burrito for sale. The limita- 
tions of transportation make it impos- 
sible for him to select his market 
according to competitive conditions. 
His educational deficiencies make it 
difficult for him to increase his eco- 
nomic power through cooperatives. 

The same considerations are appli- 
cable in a developed economy but the 
lack of physical mobility and the lack 
of ability to obtain market informa- 
tion through the usual means of mass 
communications make the actual mar- 
kets of the underdeveloped countries 
much more circumscribed than those 
of developed ones. 

These two forms of the monopoly 
problem, which might be termed 
“macro-monopoly” and “micro-monop- 
oly”, are not unlike. The macro case 
is the one which will attract most 
political and economic attention—al- 
though it might well be argued that 
the micro case is, in the aggregate, a 
much more serious social problem. In 
the aggregate, micro-monopoly (and 
-monopsony) profits may be much 
greater; the micro firms are more 
likely to be stultifying to the economy 
while the macro firms may be asso- 
ciated with progress. There is little 
that can be done about the micro case 
except to proceed with economic de- 
velopment as rapidly as possible, in the 
expectation that the increase in income 
and literacy and the accompanying 
increase in mobility of factors and 
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products will do much to increase the 
size of markets, and will consequently 
contribute to the solution of micro 
problems. Of course the development 
of consumer and producer cooperatives 
has been the traditional remedy 
sought, but frequently not well ap- 
plied, in an effort to equalize more 
nearly the economic strength on the 
other side of the market. 


THE MACRO-MONOPOLY ISSUE 


Because the macro-monopoly case is 
likely to be the more important politi- 
cally and economically and further be- 
cause it has some particularly inter- 
esting aspects, the remainder of the 
paper will be devoted to outlining the 
problems in this area. 


Governmental Control 


One of the obvious possibilities in 
the macro-monopoly case is to con- 
sider such industries as suggested 
above as public utilities and subject 
them either to governmental owner- 
ship or to governmental control of the 
public utility variety. There are a 
number of drawbacks to recommend- 
ing governmental ownership in these 
circumstances. In the first place, 
chances are good that the government 
is not doing a very adequate job of 
administering the tasks it already has 
undertaken. One would have to meas- 
ure the expected returns from using 
scarce governmental resources for this 
purpose as against other purposes. 
Secondly, the market mechanism 


would not be permitted to operate in 
the case of inefficiency of operation or 
of bad judgment in establishing this 
particular industry: the tax payers 
would be continually asked to bail out 
a particular industry if it were op- 
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erated by the government, whether or 
not this was economically justifiable. 
Thirdly, if the industry in question is 
a profitable one, the profit becomes a 
source of income to the government 
and there is no particular guarantee 
that the rate of profit would be any 
less than if it operated as a private 
monopoly. Government ownership 
would be an additional barrier to 
potential competitors. One may be- 
lieve that, if monopoly profits are to 
be earned, it is better for them to be 
earned by a government operation 
than by a private one. Even if this is 
the case it should be noted that the 
degree of monopoly has not been 
changed at all. Further, there is the 
possibility that government ownership 
might make the profits secret where 
this would not be the case if the indus- 
try or firm were privately operated. 


Excess Profits Taxation 


Another alternative appears to be 
possible: to permit macro-monopolies 
to operate and then to relieve them of 
their monopoly profits through excess 
profits taxation. There are a number 
of difficulties arising out of this solu- 
tion to the problem. 1) This kind of 
taxation in the kind of economy being 
discussed bears most heavily on larger 
firms. This is not a problem of pro- 
gressive taxation of corporations but 
a principle of administration which 
may be stated as follows: The more 
obvious the corporation, the more like- 
ly the tax administrators are to find it. 
When this is the case, this kind of 
taxation is likely to encourage the 
development of small local - market 
oriented firms rather than the large 
capital-using firms which may, in some 
circumstances at least, be more desir- 
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able. 2) Excess profits taxation must 
be careful to discriminate between 
“undesirable” monopoly profits and 
“desirable” monopoly profits; this is 
in fact administratively almost impos- 
sible. It must be born in mind that 
the risk attendant on the development 
of what I have called macro-monopoly 
firms is very great and consequently 
it must be expected that the rate of 
return (at least in the initial years) 
must be fairly high or these industries 
simply will not be undertaken. There 
is much to justify Schumpeterian-type 
monopoly profits in these economies. 
3) Even taking into account the 
desirability of Schumpeterian - type 
profits it is problematical whether the 
political situation and the “social con- 
science” of the politicians involved 
would allow the passage of a tax law 
which would permit a sufficiently high 
rate of profit before the excess profits 
taxation began to be effective. It is 
one thing to say, for example, that 
industries of this variety may earn 
15-20 percent per year. It is quite 
another thing, however, to have a tax 
bill which in effect exempts from taxa- 
tion the first 15-20 percent of profits.5 
There is also the difficulty of distin- 
guishing legally between economically 
justified and unjustified high profits. 
4) There are, of course, always the 
difficulties of policing and administer- 
ing an excess profits tax. These are 
generally familiar, and the reader is 
again reminded that we are discussing 
imposing this kind of a tax law in an 
economy with relatively poor and in- 
efficient tax administration. 

There are no obvious solutions to 
these problems. Some comments re- 
garding possible policies, however, are 
in order. 
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In the micro-monopoly and micro- 
monopsony cases, there is little that 
can be prescribed as a specific policy. 
The operators are too numerous and 
individually too small. A frequently 
employed remedy is price-control, but 
the administrative task of making 
such a policy effective is tremendous. 
For many reasons, I have a personal 
predisposition to avoid legal devices 
which cannot be enforced. As indi- 
cated earlier, the real solution to these 
problems lies mainly in proceeding 
with development. As transportation, 
education, and mass communication 
media develop, buyers and sellers will 
obtain better market information and 
increased mobility. Lack of informa- 
tion and low mobility are the basic 
causes, and the basic remedies must be 
sought in these directions. 

In many, if not most, of the under- 
developed countries, remedies will be 
sought for the macro-monopoly prob- 
lems for political, if not economic, rea- 
sons. Where political motivations are 
especially powerful perhaps the most 
one can hope for is that the remedies 
neither kill nor seriously disable the 
patient. 


Definition and Control 


One approach is to examine the pos- 
sibilities of developing a useful work- 
ing definition of public utilities which 
would include those firms with char- 
acteristics, present and _ probable 
future, of “natural monopolies”. This 
segment of the economy would then be 
regulated by the government as other 
utilities now are. There is, clearly, 
considerable justification in expanding 
the list of “natural monopolies” in 
these countries because of the small 


Summer 


sizes of the markets involved. This 
approach has the additional advantage 
that most governments have had ex- 
perience in regulating utilities. 

Such a plan is not without its dan- 
gers. The first difficulty lies in the 
definition. As usual, industries are 
arrayed in a continuum according to 
the monopolistic characteristics. 
Future characteristics are as impor- 
tant as present ones, if not more so. 
The definition must be _ inclusive 
enough but not too inclusive. Further, 
it must be sufficiently unambiguous so 
that it is not subject to political manip- 
ulation—almost any good or service 
easily becomes a “necessity” in the 
eyes of designing politicians. 

A second danger lies in the possibil- 
ity that one effect of government regu- 
lation may be either to stunt or to 
prevent the development of certain 
industries. Exclusive franchises would 
perhaps counterbalance this effect. 
Nothing herein guarantees wise gov- 
ernmental regulation.® 

Still another difficulty is the prob- 
lem of rate (price) setting and profit 
control. As the product becomes more 
mobile (as opposed to telephone serv- 
ice, light service, rail transport serv- 
ice), problems of black markets, too, 
might well develop. There is no rea- 
son per se why rates of return should 
be the same in all industries it is 
possible to include, or that equal re- 
turns would produce optimal develop- 
ment of each. On balance, this 


approach seems of dubious value, but 
it probably warrants further consid- 
eration, particularly if one assumes 
that political considerations may re- 
quire some positive policy. It may be 
the task of the economist, then, to 
attempt to minimize damage. 
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Solution by Agreement 


Another approach is what might be 
termed the “tied gentlemen’s agree- 
ment’”’.? Under this plan, businesses 
agree with the government to main- 
tain prices at certain levels. If the 
agreement is abrogated, the businesses 
discover their vital supply of foreign 
exchange reduced or cut off. I find 
little in this approach to commend it. 
It is too arbitrary; in practice it un- 
duly and unwisely penalizes size, and 
it bears most heavily on firms depend- 
ing on exchange. 


Differential Tax Policy 


Still another approach is to attempt 
to distinguish between industries (and 
firms) in tax policy. Perhaps there 
could be developed profits taxes which 
would become higher as time passes. 
Rates could vary inversely with the 
degree of innovation involved in the 
operation. Another popular distinc- 
tion would be the degree of import- 
substitution of the product. 


Anti-Trust Legislation 


Anti-trust legislation of the Sher- 
man Act variety makes little sense as 
applied to the types of industries de- 
scribed, although it would be applic- 
able to the next category of cases: 
oligopolies operating in national mar- 
kets or sections thereof. Certain pos- 
sibilities are suggested, however, by 
U.S. experience. Patent laws might 
well be examined to require licensing 
to competitors or potential competitors 
under certain conditions. Regarding 
entry, certain rules of fair play might 
be established which could be policed 
fairly well within the industry, al- 
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though they would do little to control 
“cooperation” among established firms 
once entry was no longer a problem. 
Once multiple firm industries are es- 
tablished such widely adopted prac- 
tices as territorial market division, 
territorial advertising division, etc., 
should be illegal and efforts made to 
enforce the policy. 


Hands-off Policy 


There is still one other approach 
which may not be feasible for political 
reasons. The approach would rec- 
ognize the problem, the logical neces- 
sities of treating each industry 
differently, the administrative diffi- 
culties of so doing, and the dangers 
to the long-run development of the 
country. As a consequence, the policy 
would be to do little at all. Ignoring 
a social problem and in particular 
monopolistic exploitations of already 
poor people would be unpopular. On 
the other hand, the difficulties of at- 
tacking the problem are sufficiently 
complex that more damage might be 
done, particularly to the long-run de- 
velopmental prospects, than that done 
by ignoring the problem. In the only 
literature on this point available to 
me at present, I find some agreement: 


. . » Hennipman concludes: “The traditional 
distrust of monopoly, from the point of view 
of progress, it (sic) is therefore certainly not 
unfounded, but often expressed in too general 
and exaggerated a way. Its unmistakable 
dangers and abuses, which should not be min- 
imized, do not justify an indiscriminate and 
absolute condemnation of all monopolistic sit- 
uations.” This statement is of general valid- 
ity, and it becomes more important in this 
respect. For whereas more advanced econo- 
mies mostly can afford the luxury of choosing 
between monopolistic production and produc- 
tion with free competition, the choice of less 
developed economies is that between monopo- 
listic production and no production at all.8 








58 BUSINESS TOPICS 


This is much too extreme a con- 
clusion, and to some extent Van 
Philips modifies it by continuing: “In 
each case, therefore, a well-founded, 
free of emotion balancing of the pros 
and cons will have to provide a solu- 
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tion rather than the a priori con- 
demnation of monopolies.”® And this 
leads us back to the morass of prob- 
lems of logic, politics, analysis, and 
policy discussed throughout this 
article. 





1. Some exceptions may be found in very in- 
expensive and widely consumed products in 
such countries as India and China. 

2. This is not intended to be an apology for 
the activities of firms in this position. See 
Samuel P. Hayes, Jr., “Personality and Cul- 
ture Problems”, in Bert F. Hoselitz, The 
Progress of Underdeveloped Areas (Chicago: 
University of Chicago Press, 1952), p. 216. 


8. That is, the economies of scale and indi- 
visibilities are such, relative to the market, 
that this must perforce be a one firm industry. 
These characteristics and the “necessity of 
the product” requirement led me earlier to 
suggest that the term “public utilities” might 
properly be more inclusive in these countries 
than in the United States. 


4. In agricultural economists’ terms, there 
are many small non-competing “brick sheds” 
in the country. 

5. This will be particularly true if (as is 
often the case in Latin America) industrial 
investments have to compete with investments 


in land in which “normal” inflationary pres- 
sures increase the value of the investment 
5-10 percent per year without the owners 
doing anything. 

6. At present for example, bus fares in 
Bogota are kept so ridiculously low by gov- 
ernment edict (about 3¢) that no maintenance 
or replacement is possible. Thus, government 
regulation is gradually eliminating the indus- 
try. Related to the point above, in this ex- 
change-short country whiskey, wine, and ciga- 
rettes are imported as “semi-necessities”. 

7. Currently in use in Colombia for non-gen- 
eral price control purposes. 

8. Paul A. M. Van Philips, Public Finance 
and Less Developed Economy (The Hague: 
Martinus Nijhoff; 1957), p. 139. His citation 
is: P. Hennipman, “Monopoly: Impediment 
or Stimulus to Economic Progress” in Monop- 
oly and Competition and Their Regulation, 
papers and proceedings of a conference held 
by the International Economic Association, 
ed. E. H. Chamberlain, 1950, pp. 421, ff. 

9. Ibid. 








C. W. UFFORD 


The Personnel Executive 


in a Changing Economy 


Problems of union prestige, technological advance 


and human relations offer immediate challenges 


Sometimes, as we go about our every- 
day affairs, we are inclined to assume 
that the way things are is the way they 
are going to be as though we were 
traveling on a plateau or were at some 
stopping point. 

But if we look back 25 years in the 
history of the personnel function, we 
realize quickly that those years are the 
whole life span of personnel manage- 
ment and industrial relations as we 
know them today. They have been 
years of rapid change with few pla- 
teaus and no stopping points. 

In 1934 a few companies like Good- 
year, Johnson and Johnson, and Proc- 
ter and Gamble had done some solid 
pioneering in the personnel field and 
had established personnel as a man- 
agement function of some importance. 
But examples like these were few. The 
typical personnel man was a “has- 
been,” a “never was-er,” or at best a 
beginner trying to find his way. Unions 
were mostly of the trade union variety 
and were not much of a problem in 


most industries. The right of collective 
bargaining had not been established by 
law except under the Railway Labor 
Act. Relatively little top level regard 
was given by management to the per- 
sonnel field and few dollars were spent 
for employees on anything but wages. 
Benefits were few, and “fringe” was 
still something on the edge of a shawl. 

In the ensuing years we faced FDR’s 
promotion of unions, the legalization of 
the Wagner Act, the evolution of the 
CIO and a period of sit-downs, destruc- 
tion of plants and equipment, and the 
failure of law enforcement agencies to 
control this mass violence. World War 
II produced a new runaway situation 
where production demands were fan- 
tastic, manpower was scarce and of 
poor quality, and controls broke down 
as fast as they were established. The 
Taft-Hartley Act at last brought some 
measure of balance into the picture. 
However, in a few short years, person- 
nel management had grown to a recog- 
nized and complex arm of management 
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which had accomplished to a substan- 
tial degree three basic achievements: 


e Building up of a too long neglected 
concern for the value and well being of 
the people in the business; 


e Building up of policies, techniques, 
and staff personnel necessary to admin- 
ister the field; 


e Buffering the onslaughts of in- 
creasingly powerful unions and reduc- 
ing those onslaughts to a point where 
they could be borne by the business. 


This progress in 25 years is some- 
thing for personnel executives to be 
proud of. The question I want to deal 
with, however, is whether we are now 
on a plateau on which we shall continue 
to operate or whether we are still head- 
ed on an uphill path of challenge and 
growth. I am firmly convinced the 
answer is the latter. Let us look at the 
reasons why. 


THE PROBLEMS AHEAD 


In spite of all the progress in person- 
nel management and in spite of the 
present willingness of management to 
back up Personnel with countless mil- 
lions of dollars for benefiting the em- 
ployee in many ways, some conditions 
exist which certainly cannot be allowed 
to continue unchallenged. 


e In too many businesses, large and 
small, many employees look to unions 
instead of to management for leader- 
ship and protection. 


e The cost of employee services in 
wages, benefits, and restricted operat- 
ing practices has risen to the point 
where it is a prominent factor in con- 
tinuing inflation throughout this coun- 
try. 
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e A new upsurge of technological 
development lies just ahead for many 
businesses. It may appear both in the 
products we use and in the products 
we sell. It will upset many established 
personnel concepts and present new and 
difficult problems. 


e Concern for the prosperity, wel- 
fare, and sometimes even the whims 
of employees is growing faster, I fear, 
than the concern for the basic health 
of the business in all too many cases. 


e The prestige of business and in- 
dustry is losing ground in the minds 
of employees, the public, and the gov- 
ernment relative to the growing pres- 
tige and power of the unions in these 
same areas. 


These comparatively simple words 
encompass some broad fields with rami- 
fications in almost every function of 
management, but if we in the person- 
nel field look at these problems square- 
ly, we will realize that they are prob- 
lems of employee attitudes, wages and 
benefits, contract negotiations and 
community relations. These problems 
are clearly in the bailiwick of the per- 
sonnel executive. Certainly personnel 
executives cannot conquer these prob- 
lems unaided, but we cannot escape the 
realization that these problems are our 
affairs, that some substantial portion 
of the foresight, the leadership, and 
the effort required to master them 
must come from us. 


Three Areas of Action 


Now what can personnel executives 
do to play an increasingly effective role 
in mastering these problems in a 
changing economy? There are many 
things, of course, but they can be sum- 
marized in three areas of action. 
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The first area is to continue doing 
to the best of our increasing ability all 
the things which constitute the field of 
personnel management and industrial 
relations. Professionals in the field all 
know what must be done and how to 
do it in order to continue and improve 
recruiting, employment, training, wage 
and salary administration, union nego- 
tiations, health and welfare adminis- 
tration, community relations, personnel 
research, and all their parts and out- 
growths. These things we must always 
do better—we can, and we will. With 
that, let us pass on to what are prob- 
ably more difficult areas. 

The second area of action is to deal 
effectively with the increasing technol- 
ogy of our businesses. While the mass 
production industries are already old 
hands at automation, some of us may 
be startled at the radical new products, 
new materials, new methods, and auto- 
matic machines and controls appearing 
in our plants and offices. Many engi- 
neers, maintenance people, foremen, 
machine operators, and methods people 
will have to learn to comprehend at 
least some of the intricacies of elec- 
tronics, numerical controls, automatic 
gaging, and computers as they appear 
in our shops and offices. Does this give 
the training department an enlarged 
role to play? Will wage and salary 
administration have to change some 
traditional thinking? Will industrial 
relations men have new contract 
clauses to negotiate and new types of 
grievances to handle? Undoubtedly, 
and some of the problems will involve 
issues as yet hardly thought about in 
many companies. 

Let us realize that these new ma- 
chines and methods will cost our com- 
panies millions of dollars, and our man- 
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agements will look to them to reduce 
product cost in the face of rising prices 
for materials and labor. On whom will 
the burden fall when the savings en- 
visioned from these new machines and 
methods are threatened as unions be- 
gin to balk, try to limit production, in- 
flate wage rates, or pad the work force? 
Personnel men will be in the middle of 
that issue and possibly on a more de- 
manding basis than we have ever faced 
in the past. 

And there is another side to the same 
problem—the side which becomes ap- 
parent as comparable changes appear 
in our own product lines. I suspect that 
entire sales organizations and dealer 
organizations may have to be retrained 
in a hurry as some of the new products 
still kept under wraps by our compa- 
nies suddenly are released to the mar- 
ket. 

Of course, some businesses will be 
affected earlier and to a greater extent 
than others, but I can tell you of a 
computer firm which devotes nearly as 
much space to training its customers’ 
personnel to operate the machines as it 
does to manufacturing. In recent 
months I have seen firms, both large 
and small, with new products ready or 
almost ready to show whose sales and 
service organizations have no prepara- 
tion whatever for handling the new 
products once sold. At least one com- 
pany’s entire top management organi- 
zation is being taught the fundamen- 
tals of machine control by numerical 
data. 

Will our sales people need help in 
working out new job descriptions, wage 
and salary classifications, or other data 
for our customers to enable them to 
use our new and different products? 
Will customers need help in negotiating 
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labor problems which our new products 
cause in their plants? I do not know 
what the effect will be, but I am con- 
vinced this is a problem we should be 
ready to meet in a good many com- 
panies. 

The third area of action we must be 
ready for is to win back the confidence 
of our employees and to reestablish a 
favorable balance in the power of man- 
agement vs. the unions. This is a 
broad, complex, and controversial sub- 
ject about which any brief summary 
discussion can easily be misunderstood. 
I am concerned in this field, in part 
about the phases that go on inside our 
businesses and in part on phases large- 
ly outside our businesses. Let’s look at 
the internal phase for a moment. 


How To Do It Wrong 


The predominant method of dealing 
with unions, while varying among com- 
panies, still tends to be one of giving 
in to union demands, sometimes as a 
hard-fought compromise, sometimes 
as a comparatively easy acquiescence 
by management. The result has been 
continuous rising cost, sometimes off- 
set in part by technological improve- 
ment, but sometimes conversely more 
than offsetting the gains made by our 
technological improvement. So we see 
wages rising faster than productivity, 
greatly increased fringe benefits, and, 
still more troublesome, a vast complex 
of costly restrictive practices which 
hamper our productive processes. 

This means inflation—not the only 
reason for inflation, of course, but a 
prominent one. While a little inflation 
is popular, we have passed the point of 
a “little” inflation. Some top business 
people believe we are limiting our do- 
mestic markets and seriously limiting 
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our competitive position abroad by our 
constantly rising prices. 


How To Stand Our Ground 


Events will force many manage- 
ments to take a more discerning look 
at the results of traditional negotiating 
practices and, as a result, to tighten 
up some accepted concepts of dealing 
with unions. I am convinced that man- 
agement must continue to take fully 
into account the employee, his value, 
his welfare, and his problems. On the 
other hand, management must cease to 
be dominated by this concern to the 
extent that it will permit each negotia- 
tion to make more difficult the task of 
maintaining a decent profit margin. 

As management decides to stand its 
ground more firmly against unreason- 
able or unsound demands, a large part 
of the job of putting the decision into 
effect will fall upon the personnel ex- 
ecutive. This does not mean he will 
assume the role of a “union-busting,” 
“harmony-be-damned” crusader, which 
would get him nowhere. 


Hard Questions 


Personnel men will find themselves 
being more realistic, doing more re- 
search, taking less for granted, and, 
whether it is easy or not, determining 
some factual and workable answers to 
questions like these: 


e Can we continue to give more to 
employees without getting more in 
some form or other? If we can, fine. 
If we cannot, then what needs to be 
done and how shall we do it? 


e Does the annual increase in pro- 
ductivity some companies take so much 
for granted actually occur? If it does, 
is it the result of capital investment, 
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increased employee productivity, or 
what? 


e Is the traditional percentage cor- 
rect in our company, or are we just 
accepting something to facilitate nego- 
tiations? 

e Can we continue to increase the 
total cost for various forms of time not 
worked? Some of these items are prob- 
ably sound and worthwhile. Some we 
can easily carry too far. Some are not 
worth to anybody what they cost the 
company. 


e Can our particular company prop- 
erly accept contract provisions or labor 
rates simply because they have been 
accepted in the big, so-called pattern- 
setting contracts? Must this medium- 
sized company or that small company 
accept an inappropriate provision sim- 
ply as part of a power play by a big 
national union? 


e What about some of the restric- 
tive practices we have agreed to—that 
one man can’t operate two machines 
or three, that a trainee or foreman 
can’t pick up a tool, and things of that 
sort? Which make good sense and 
which do not? 


e And now a fundamental question: 
To the stockholders, the employees, the 
community, and the nation which of 
the following is more important: the 
continuing health and prosperity of 
the company and the continued employ- 
ment, safety, good wages, and basic 
well being of the employee; or the em- 
ployees’ whims and convenience and 
the power and prestige of the union? 
I grant that the answer will not be one 
of these items exclusively as opposed 
to the rest, but rather a mixture of all. 
But an examination of labor contracts 
today reveals that many companies 
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have built up a clutter of provisions 
which result in a markedly different 
mixture than would be arrived at by 
thoughtful analysis and evaluation. 


Sound Answers 


The answer will be arrived at by 
good hard-headed business thinking 
balanced by a good, warm human 
heart. This kind of thinking will help 
any company decide what is sound and 
what is not. Having decided, the per- 
sonnel executive who does the negotiat- 
ing will have to stand more solidly 
against those demands which are not 
fundamentally sound and which are 
not in line with a healthy business. 
Some heated controversies will develop 
with threats of strikes and perhaps 
some actual strikes. Can management 
win them or not? 

In the final analysis this question 
will not be answered exclusively by the 
management nor by the union. The 
answer may be strongly influenced, 
perhaps decided entirely, by the atti- 
tudes and convictions of employees and 
their families. Are our companies con- 
ducting a communications campaign 
with these all-important people which 
is as well thought out, as well present- 
ed, and as diligently pursued as is our 
sales and advertising campaign de- 
signed to gain the confidence of our 
customers? In most companies, the 
answer is clearly “no;’’ few companies 
today dedicate time, money, and effort 
to winning their employees comparable 
with that which has been devoted to 
winning the customer. If we embark 
upon such a campaign, we must be able 
to demonstrate some real leadership 
and promote issues more important to 
the employee than are a longer coffee 
break, an extra day off, or more roving 
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stewards on the company payroll. And 
I suggest to you that among these more 
attractive issues is the employee’s im- 
proved well being based on his in- 
creased contribution to the basic health 
of the business. 

Happily, some companies have al- 
ready engaged in such controversies 
and campaigns and have regained the 
right to run their businesses more 
freely than before for the benefit of all 
concerned. I believe that no real prog- 
ress has been lost by such efforts and 
that no constructively-operated union 
has been ‘‘busted” in the process. 

Of course, we know the fallacy of 
trying to win an argument when we 
are wrong in the first place, of trying 
to sell virtues which we do not demon- 
strate, or attempting to carry out poli- 
cies, however good, through a super- 
visory organization that has neither 
the capacity nor the training to carry 
out those policies in practice. I am sure 
that a company, in order to conduct 
such a campaign successfully, inevita- 
bly finds it must exercise more fore- 
sight and wisdom in taking care of its 
employees’ fundamental interests than 
it did before. I am sure a company 
finds itself compelled to develop super- 
visory organizations of men who can 
understand, lead, explain, and inspire 
as well as boss. I am sure that the 
gains from such efforts are sound and 
lasting for all concerned and that any- 
thing lost in the process is comparative 
tinsel. The efforts which must be made 
are plain good business. All these 
statements are filled with problems and 
challenge for the personnel executive 
who will find himself in the middle of 
most of them. 

So much for the internal phases of 
this third area of action. Let us reflect 
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for a minute on the external phases I 
mentioned. It was earlier stated that 
the prestige of business and industry 
is losing ground in the minds of em- 
ployees, the public, and the government 
relative to the growing prestige and 
power of the big unions in these same 
areas. To an increasing degree in re- 
cent years unions have come to be re- 
garded as the “protectors of the work- 
ing man” in the minds of the average 
teacher, student, minister, politician, 
and housewife. Protectors against 
whom? Why, management, of course! 
And what of management’s efforts to 
protect the workingman? We don’t 
hear much about them. I am afraid 
the concept of union vs. management 
connotes an equality between them 
which in turn gets generalized to the 
concept that unions are as important 
as the employers themselves. 

It takes very little thoughtful anal- 
ysis to see the fallacy of any such idea. 
Yet the idea is spreading under skillful 
promotion by the unions and by an al- 
most complete neglect by business and 
industry. I do not present this point as 
anti-union. I accept and respect the 
role of a good, well-run, democratic 
union in the collective bargaining func- 
tion in any situation where the employ- 
ees really want to have that represen- 
tation. The problem is that the unions 
have gone ahead diligently and sold 
an inflated idea of their importance at 
the expense of management. Through 
community and political activities un- 
ions have elected an increasing number 
of people in local, state, and national 
government; they have brought about 
laws which put union philosophies in- 
creasingly into effect; they have 
blocked legislation favorable to busi- 
ness and that aimed at the control of 
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union abuses even when those abuses 
have been documented clearly in recent 
years. 


RECOVERY OF PRESTIGE 


This is no diatribe against the un- 
ions. I am merely pointing out that 
the position of business and industry 
in the national scene has worsened, 
and I believe it will continue to worsen. 
Somewhere we shall come to a point 
where business management simply 
must increase its efforts to protect its 
position. An increasing number of 
companies are becoming aware of this 
condition, and a few are actively and 
skillfully doing something about it. 
Once again, any effort of this kind nec- 
essarily falls in no small part squarely 
upon the personal executive. 

How can we go about all this? The 
means are fairly apparent when one 
thinks about it, and we have powerful 
tools available. Here are some sugges- 
tions: 

e Management people generally must 
engage diligently and extensively in 
political activities toward the objective 
of clean, competent government and 
effective public service in the public 
interest. Large numbers of manage- 
ment people will have to establish 
themselves in community and political 
affairs as people who should be listened 
to and trusted at the local, state, and 
national levels. 


e Another way to make progress is 
through increased participation in our 
various trade associations and in the 
great national business associations. I 
recognize these groups must serve nu- 
merous partisan interests for their 
members, but we must somehow steer 
their emphasis more in the direction 
of their guidance function, their public 
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relations function, and their govern- 
ment relations function. 


What I have said should indicate 
that I fully believe that the battle to 
win back the public for enlightened 
management has not been lost. Rather 
the battle has not yet been waged. We 
have seen only a few random skir- 
mishes, and sometimes they have been 
won by management even at its pres- 
ent limited level of activity. The per- 
sonnel executive is among the most 
logical people to be in the forefront of 
such efforts wherever and whenever 
they get under way. 

It is not my intention to promote the 
use of personnel executives to make 
business the dominant force in this 
country. My objective is much more 
moderate. This country has flourished 
as no country under God has ever flour- 
ished before under the happy combina- 
tion of free speech, free press, free 
religion, and free enterprise as well as 
other good things all in reasonable bal- 
ance. We have seen what happens in 
other countries where government is 
dominant, where the church is domi- 
nant, and where there is no freedom of 
choice, freedom of speech, freedom of 
press, or free enterprise. 

All these things, including free en- 
terprise, must continue as the magnifi- 
cent combination of conditions which 
made this nation great. This country 
must be able to continue its contribu- 
tion to the world and to hold its place 
in clean competition with the rising 
countries of the world. Personnel exec- 
utives will find themselves in the mid- 
dle of problems which will offer a mag- 
nificent opportunity to help direct the 
changing economy of this nation along 
lines which will continue to keep this 
nation great. 
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Allocation of Resources 


The United States has been complacent 
in its attitude toward unemployment 
of its resources and the manner in 
which employed resources are used. 
Such complacency can be mortally dan- 
gerous in view of changing internation- 
al economic conditions. The Russian 
leaders have boasted that they will not 
have to go to war with us: they expect 
to show up our private enterprise sys- 
tem in strict economic competition. 
This economic cold war, or Ruble War 
as it is sometimes called, would assume 
several dimensions: 


e Competition for the support of un- 
developed and uncommitted nations. 


e The hope that economic instability 
will thoroughly weaken the internal 
economy of the United States. 


e The assumption by the Russians 
that a centrally-directed economy is 
superior to a private one in allocating 
resources for purposes which enhance 
national welfare and prestige. 

To meet these challenges (which ac- 
cording to recent events are quite real) 
requires careful reconsideration of 


What constitutes realistic adaptation 
for survival in a changing world? 


whether the United States is making 
optimal use of its resources. The reces- 
sion of 1958 saw declines in many criti- 
cal economic indices. There were sea- 
sonally adjusted declines of 12, 18, 20, 
and 9 percent in total manufactures, 
durable manufactures, freight car load- 
ings, and department store sales, re- 
spectively, in some months of 1958 
from 1957 averages. In addition, un- 
employment rose to post-war highs, 
exceeding five million. Allen W. Dulles, 
Director of the Central Intelligence 
Agency, in a speech before the United 
States Chamber of Commerce, noted :? 


The economic challenge (from the Russians) 
is a dual one. They are setting goals for their 
own domestic production to compete directly 
with our own and to quote their own words, 
“to get ahead of us in the economic race.” 
The other phase of their challenge is through 
their foreign economic penetration program. 
. .. According to available statistics, in the 
first quarter of 1958, the Sino-Soviet bloc has 
for the first time surpassed the United States 
in steel production. The three months figures 
show that the U.S.S.R. alone turned out over 
75 per cent of the steel tonnage of the United 
States. ...A recession is an expensive luxury. 
Its effects are not confined to our own shores. 
Soviet propagandists have had a field day in 
recent months, pounding away at American 
free enterprise. 
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In short, much of the production lost 
in 1958 is irretrievably lost and is espe- 
cially serious so far as the economic 
cold war is concerned. 


Ignoring Our Economic Scarcity 


The concept of economic scarcity is 
surely not new and did not arise merely 
in connection with current interna- 
tional competition. Our college stu- 
dents are taught that economics is 
concerned with the allocation of scarce 
resources among competing ends. Logi- 
cally, once full employment is assumed, 
resources must be considered relatively 
scarce. Each economic unit then acts 
in a manner calculated to maximize 
some quantity, monetary or otherwise, 
with limited means. For the business- 
man, this connotes use of factors of 
production over which he has limited 
control in such a way as to maximize 
output. For the consumer, the problem 
of scarcity manifests itself in his hav- 
ing to maximize satisfaction with a 
limited budget. To allocate scarce fac- 
tors of production and products, we 
rely on the price system. Furthermore, 
in a system which is essentially private 
enterprise, the price mechanism is left 
to perform its rationing functions with 
a minimum of government interven- 
tion. 

Basing the whole body of economic 
thought on the framework of scarcity 
and full employment is a commonplace 
technique in our college economics 
courses, but somehow outside the class- 
room the concept of scarcity does not 
seem quite real to contemporary Amer- 
icans, for the concept is really mean- 
ingful only when all resources are fully 
utilized. The businessman and farmer 
find that it is often to their advantage 
to restrict output. Those members of 
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the labor force who work for someone 
else discover that instead of being 
scarce factors of production they are 
often confronted by threats to their 
job security. The depression of the 
1930’s left indelibly etched on the busi- 
nessman’s mind the memory of huge 
inventories and business failures, and 
on the worker’s mind the memory of 
unemployment and relief lines. There 
can be no question that at that time 
the single most important problem to 
be coped with was not that of economic 
scarcity, but was instead that of unem- 
ployment of resources. 


A Change of Attitude 


To provide the monetary and fiscal 
apparatus necessary to minimize busi- 
ness cycle difficulties required a sig- 
nificant shift in public attitude toward 
the role of government in economic 
activities. Events of the 1930’s illus- 
trated quite dramatically how ineffec- 
tual were the efforts of private eco- 
nomic units to smooth out the business 
cycle. There was widespread, though 
somewhat grudging, agreement that 
the advantages of limited government 
intervention into our essentially pri- 
vate enterprise more than outweighed 
the losses in individual economic lib- 
erty. The whole host of anti-depression 
techniques which were initiated, even 
if in a somewhat haphazard way, in the 
1930’s, and which are still with us now, 
testify to the extreme concern felt by 
the public for forestalling any such 
economic and social calamity. 

The relative speed with which public 
policy was modified to meet the exigen- 
cies of the depression period is an ele- 
ment of the characteristic most needed 
to maintain our role as a world power, 
or perhaps just to survive. That char- 
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acteristic is adaptability. Two decades 
ago we discovered that an economic 
system based on scarcity and assuming 
full employment, evolved by the classi- 
cal economists a century and more ago, 
was not strictly applicable to all periods 
of a modern private enterprise system. 
As a result, the concept of scarcity was 
subordinated to one in which the gov- 
ernment was charged with insuring 
the high levels of employment which 
the classical economists tacitly as- 
sumed to be provided automatically in 
a system where all economic units were 
scarce. The classical economist’s phi- 
losophy that everything will be all 
right provided nothing is done to make 
it all right is surely as outmoded as a 
philosophy which suggests that Amer- 
ican interests are served best when all 
foreign entanglements are avoided. 


The Dynamic of Growth 


The type of dynamic and positive 
economic system which is necessary to 
meet the internal and external threats 
to our continued economic growth is 
one which recognizes that while in- 
security and unemployment are prob- 
lems of such rank as to warrant spe- 
cial public consideration, there are 
problems of even higher rank to be 
considered by the public. The highest- 
order problem to be solved is that re- 
lated to insuring that our growing real 
gross national product includes the 
proper mix of products and services 
necessary for survival in competition 
with economic and political systems 
which rely on totalitarian and central- 
ized decision-making bodies. When 
businessmen and consumers alike rec- 
ognize that recurrence of a 1930’s-type 
depression is unlikely in view of the 
changed role of the government, their 
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attention can be rightly focused on the 
need for the positive action necessary 
to compete with communism. The re- 
cent startling scientific and political 
achievements of the Russians bear out 
the thought that the United States has 
more reason to fear non-military com- 
petition than actual war. The Russian 
leaders have boasted that their form 
of government and industrial organi- 
zation is more suited to the times than 
is ours. The United States must prove 
this allegation untrue, without at the 
same time employing techniques which 
do violence to our basic tenets. 


Meeting The Critical Issues 


Specifically, the following proposals 
are offered as being necessary for with- 
standing the present ideological and 
economic threat. These points include: 


1. Strengthening of anti-cyclical 
policies, in the fullest sense of the 
term. Until now, such policies have 
been mainly one-sided, directed at elim- 
inating depressions, with only lip serv- 
ice paid to inflation. For some inex- 
plicable reason, inflation and prosperity 
have come to be considered synonyms. 
But there are many reasons why infla- 
tion must be avoided. It has undesir- 
able effects on fixed income groups and 
on savings and seriously weakens our 
position in international trade. Fur- 
thermore, investment and economic 
growth will be adversely affected if 
saving is discouraged and older, per- 
haps inefficient, firms find that windfall 
profits result from inflation. There is 
the real possibility that we are building 
an inflationary bias into our economy. 
Downward price rigidities in both prod- 
uct and labor markets make attainment 
of necessary price flexibilities difficult. 
The net effect is that in addition to the 
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traditional demand-pull inflation, we 
now have elements of cost-push infla- 
tion. Price and wage policies of some 
of our larger, pattern-setting manu- 
facturing industries have been such as 
to contribute to increases in the price 
level, even during periods when there 
was substantial unemployment. That 
price stability must be added to our 
goal of high employment as an impor- 
tant concomitant is indicated by the 
concern of Congressional leaders, econ- 
omists, and organizations like the Com- 
mittee for Economic Development. It 
might be well to add “price stability” 
to the goals of “high levels of employ- 
ment, production, and purchasing pow- 
er” already set in the Employment Act 
of 1946. 


2. Increased participation in for- 
eign affairs. Though this point has 
been made so often as to make it sound 
trite, there can be no escaping the 
proposition that only a positive role in 
foreign matters, economic and other- 
wise, will further our domestic prog- 
ress. Suggestions that we ignore the 
economic problems of foreigners as 
though they will pass away like a bad 
dream are hardly realistic. Capitalism 
is being tested by many underdevel- 
oped countries which are seeking rapid 
industrialization. Communism offers 
these countries get rich quick schemes 
which, while ignoring the human val- 
ues on which capitalism places great 
emphasis, have unquestioned appeal to 
countries in which economic freedom is 
unknown and standards of living are 
inadequate. If for no other reasons 
than selfish ones of survival, Ameri- 
cans must forsake their smug, supe- 
rior attitude toward the people of the 
Eastern countries. Many of the unde- 
veloped countries are potentially first- 
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class world powers and their decision 
on whether to ally themselves with the 
capitalist or communist blocs or to re- 
main neutral is of prime significance. 
The willingness of our government and 
private investors to provide the capital 
goods and skilled technicians necessary 
for material growth, without political 
strings attached, will determine our 
success in selling the advantages of 
enlightened capitalism to these coun- 
tries. 


3. Development and allocation of 
manpower in a manner more suited to 
the changing needs of the next two 
decades. Much has been made of the 
inadequate number of young people 
being trained as engineers, scientists, 
and technicians. Perhaps the problem 
is more qualitative than quantitative. 
It is not only that we may not be train- 
ing enough scientists and engineers, 
but that we underemploy them or that 
we do not use them in a way best suited 
to meet our changing needs. 

The expected numerical and quali- 
tative shortage of scientists and engi- 
neers is essentially a symptom of a 
larger problem—that of our inadequate 
school system. As long as college grad- 
uates are free to choose their voca- 
tions, they cannot be expected to move 
in volume into elementary and high 
school systems which offer remunera- 
tion which is inadequate by any stand- 
ard. Poor preparation at the lower 
levels leads to students who are intel- 
lectually inert and unwilling to under- 
go the rigors necessary for training in 
the scientific areas. College professors 
have found it necessary in many cases 
to teach basic skills to their students 
before college work can be started. 

There is good reason to believe that 
the deterioration which is already tak- 
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ing place at the lower levels is about 
to spread to our institutions of higher 
learning. University professors, like 
public school teachers, are finding their 
financial position worsening while most 
other groups are enjoying gains in real 
income. The college graduate who has 
received a Bachelor’s degree and real- 
izes that he can start at a salary higher 
than that paid to his professor (who 
has a Ph.D.) is hardly likely to decide 
on going on for graduate work, despite 
the overpublicized psychic advantages 
which presumably accrue to professors. 
All projections on future needs indicate 
that there will be a large absolute in- 
crease in the number of prospective 
college students and an absolute de- 
crease in qualified faculty. Once these 
facts have been accepted, it takes no 
profound analysis to recognize the im- 
pending crisis and the need for avert- 
ing it. A higher percentage of our ris- 
ing national output will have to be 
devoted to education. 


4, Furtherance of research and de- 
velopment of a pure nature. Private 
institutions in the United States have 
often avoided basic research because it 
offers no immediate profit prospects. 
This type of research then, almost by 
default, has been left to the govern- 
ment and the universities. The latter 
often have the qualified personnel, but 
less frequently have the financial re- 
sources to support such projects. The 
federal government, then, has had to 
perform this research which no other 
group is willing or able to. The quan- 
tity of governmental research has been 
inadequate because the American pub- 
lic has simply not accepted the notion 
that such research, while seemingly 
unprofitable in the short run, is neces- 
sary for long run progress. Our prog- 
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ress in the atomic energy field, made 
possible by government-financed re- 
search, is a case in point. The govern- 
ment, in turn, if it is to justify larger 
expenditures on pure research, must 
organize its activities in a manner 
which makes them less susceptible to 
public criticism. Perhaps consolidation 
of research, whether for defense or 
peaceful use, under a civilian agency, 
would reduce jurisdictional interserv- 
ice squabbles and lead to more efficient 
use of research expenditures. 


CONCLUSIONS 


The United States must solve two 
related problems to meet the serious 
economic competition it now faces. 
First, it must recognize that significant 
departures from full employment are 
inexcusable. To provide for the re- 
quirements of our domestic economy 
and to fulfill our commitments to 
friendly or neutral nations requires full 
use of our resources. Second, the prob- 
lem is not only how much, but also 
what kinds of, goods and services our 
economy provides. An increasing share 
of our rising national output will have 
to be devoted to activities which fit us 
better to meet changing world condi- 
tions. 

The Russians, by all objective cri- 
teria, have shown remarkable progress 
in all four directions listed above. True, 
this progress has been accomplished at 
costs to economic, political, and per- 
sonal freedom which Americans find 
repugnant. Our reaction to the threat 
posed by Communism must be one 
which recognizes that scarcity is a 
problem and that present allocations 
of resources are inadequate or unreal- 
istic in meeting the challenge. A more 
realistic allocation of resources need 
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not, indeed should not, involve accept- 
ance of totalitarian central planning 
of the Communist type. Some of our 
problems can be met by modification 
in private decision-making processes. 
Responsible industrial pricing policies 
and union wage policies will aid in 
price stabilization. Increased private 
investment in foreign countries will 
help provide the capital necessary for 
these countries’ industrialization. In- 
creased expenditures for education, 
from both private and public sources, 
will help maintain high standards. 
More farsighted investment in re- 
search by private enterprise will con- 
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tribute to the maintenance of our high 
standard of living. 

It would be Pollyanna-ish, however, 
to expect that all of these goals can 
be attained without some loss of pri- 
vate economic freedom. The govern- 
ment must be expected to reinforce 
private decisions. It must be permitted 
to support education, basic research, 
and foreign aid in areas where private 
effort is unfeasible. True, this proposal 
involves some adaptations of capital- 
ism, but these changes, which will not 
destroy our emphasis on personal and 
economic freedom, are necessary for 
survival in a changed world. 





1. Federal Reserve Bulletin, December 1958, 
pp. 1440-1450. 


2. New York Times, April 29, 1958, p. 1. 
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An Economic Theory of Democracy! 


This book is both a revival and an ad- 
vance. It revives the classical disci- 
pline of political economy from which 
modern economics took its start; and 
it advances greatly our understanding 
of governmental action by applying to 
it the tools of economic analysis. 
Political economy, as propounded by 
the early utilitarians (Smith, Ricardo, 
Helvetius, Holbach, Bentham) had 
been at once a method for the analysis 
of the market mechanism, a moral 
philosophy, and a theory of govern- 
ment. The principle of pain and pleas- 
ure had been used to three distinct 
purposes: it was thought to underlie 
the free and beneficient play of eco- 
nomic forces in a self-regulating sys- 
tem, to prescribe rules of ethical con- 
duct, and to yield criteria of good 
government. While in Adam Smith’s 
words, government was to refrain 
from interfering with “the obvious 
and simple system of natural liberty,” 
Bentham and his French forerunners 
argued that the political ruler must 
dedicate himself to insuring “the 
greatest good for the greatest number.” 
The gradual demise of political econ- 
omy as an integrated system of 
thought had, perhaps, two reasons, one 
intellectual, the other political. The 
theories of government developed by 
the utilitarians were never as viable 





1. Anthony Downs: An Economic Theory of 
Democracy. New York: Harper, 1957. 


intellectually as were their economic 
ideas: while classical economic analysis 
yielded a satisfactory logical scheme 
for understanding the functioning of 
a free market economy, it was never 
able to develop an equally neat and 
compelling theory of government ac- 
tion. Indeed, no one even tried to dem- 
onstrate that it was possible, in theory 
or practice, to maximize both individ- 
ual and social welfare. 

The political death knell of political 
economy sounded when Marx, pushing 
the classical system to its logical con- 
clusion, affixed the stigma of economic 
parasitism not merely upon the land- 
owning class—as Ricardo had done— 
but also upon the capitalist entrepre- 
neur. Using the logical weapons of 
classical utilitarian economics, he ar- 
gued that the capitalist system itself 
would become a stumbling block to 
maximal satisfaction of wants and 
thus bring about the political revolu- 
tion which would destroy it. The in- 
surrectionist threat suddenly seen to 
lurk in the classical doctrines played 
its part in divorcing economics from 
political science. 

Henceforth, economists were to de- 
vote their major efforts to the analysis 
of market phenomena and of business 
institutions and to pay only scant at- 
tention to government; whereas po- 
litical scientists, ignoring largely the 
descriptive theories of their economist 
colleagues, concentrated upon the ex- 
cogitation of normative theories of 
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government from ethical principles. 
Both seemed to pretend that the “laws” 
of the economy and of government, 
although of practical relevance to one 
another, were not amenable to analysis 
by the same or similar logical tools. 

Anthony Downs’ Economic Theory 
of Democracy dispels such preconcep- 
tions by constructing a logically coher- 
ent model embracing both economic 
and political action. At the same time, 
Downs extricates political utilitarian- 
ism from the logical morass in which 
it had floundered by assuming that it 
is either the ethical duty or the actual 
function of government to maximize 
individual welfare. Nor does he fall 
into the opposite error—committed by 
the philosophical idealists—of reifying 
the “state,” of ascribing to this shad- 
owy entity “interests” distinct from 
(and often opposed to) those of any 
human beings, and of putting govern- 
ment and the entire citizenry at its 
service. 

In Downs’ model, only the citizens 
are interested in maximizing individ- 
ual welfare (or “utility incomes’) ; 
but the men who make up political 
parties are interested in maximizing 
votes. This distinction between two 
kinds of income (“utility” vs. govern- 
mental office) makes for the basic ten- 
sion in the model and accounts for the 
specific characteristics of political ac- 
tion. Take, for instance, the theory of 
government spending. Clearly, spend- 
ing programs increase the welfare of 
some (or all) individuals but also in- 
volve costs in taxes or inflation for 
some (or all) citizens. The point at 
which government ceases to spend is 
not determined by the general level of 
welfare attained; rather, spending 


stops when “the marginal vote gain 
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from expenditures equals the marginal 
vote loss from financing” (p. 73). Of 
course, voters—in supporting the gov- 
ernment or the opposition—are moti- 
vated by such gains or losses in 
individual welfare as result from 
government action. But the individual 
utility incomes alone do not fully ac- 
count for the number of votes avail- 
able to the government: the opposition 
parties can employ a variety of strate- 
gies to reduce the government’s vote 
margin; they can, for instance, foster 
alliances of minorities who, on several 
different issues, have been slighted by 
the government. 

This “basic logic of government de- 
cision making” assumes a fully in- 
formed government and citizenry: 
government knows the preferences of 
all citizens, while each citizen knows 
exactly what utility incomes he can 
expect from each party or coalition in 
power. This assumption, analogous to 
those made about the “economic man” 
of classical theory, Downs is quick to 
abandon. Step by step he builds his 
model, adding to both its complexity 
and its realism; having laid bare the 
basic mechanics of voting choices and 
governmental decisions, he introduces 
first uncertainty and later information 
cost. Uncertainty leads government to 
rely on intermediaries who claim to 
speak for voters; it makes voters sus- 
ceptible to persuasion; and makes par- 
ties formulate programs (“ideologies”) 
based on considerations of political 
strategy rather than upon the prefer- 
ence schedules of voters. Information 
cost impels citizens to rely on canned 
information and on the advice of oth- 
ers in making voting decisions; it also 
accounts for “rational abstention.” 

The economist and the businessman 
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will be particularly interested in 
Downs’ discussion of the connections 
between the private and the public 
sector of the economy. The author 
demonstrates that a market economy 
cannot by itself reach a “Paretian 
optimum,” i.e. a condition in which 
any further exchanges or uncoerced 
capital flows can improve the lot of 
some people only at the expense of 
others. This is so because “collective 
goods” (as for instance public parks 
or national defense) and “non-market 
dependencies” (as the benefits which 
a school district might derive from 
the location of a plant within its 
boundaries) make it impossible to al- 
locate cost and benefits to individuals. 
Thus, coercive action by government 
can under some conditions move the 
economy closer to an optimum state of 
affairs. Yet there is no guarantee that 
government will do this; being inter- 
ested only in maximizing votes, a dem- 
ocratic government will tend to favor 
the more numerous low-income voters; 
however, this political advantage of 
the lower income groups is in part off- 
set by scarcity and costliness of infor- 
mation which operate to the advan- 
tages of the more affluent groups. 

The most obvious gap in Downs’ 
model is the absence of any assump- 
tions about the government’s vote 
maximizing function. Is each vote of 
equal worth to a political party as any 
other vote? Or does the value of indi- 
vidual votes increase until the party 
attains a majority and then drop off 
rapidly? A precise definition of this 
function—or, more probably, of the 
family of such functions—should yield 
propositions about governmental ac- 
tion under specific conditions of time 
and place. 
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Even in the absence of such mathe- 
matical rigor, Downs’ logically derived 
theses are in close agreement with 
many empirical findings about political 
systems and voting behavior. Downs’ 
procedures are thus revealed as pow- 
erful tools for political analysis. Yet, 
it would be rash to conclude that this 
mode of analysis is capable of filling all 
needs of the student of politics. Many 
political activities are not “rational” 
in the formal sense of utility theory; 
among these “irrational” activities are 
certain fear reactions and group phe- 
nomena (for instance all those con- 
nected with warfare, industrial as well 
as international) which cannot be de- 
scribed as maximization processes. 

All in all, Downs’ is a path-breaking 
book which repays reading by the many 
insights and suggestions it yields. 


Frank A. Pinner 
Bureau of Social and 
Political Research 


The Uncommon Man! 


Under the auspices of the Graduate 
School of Business of Columbia Uni- 
versity, Mr. Crawford H. Greenewalt, 
President of E. I. du Pont de Nemours 
and Co., Inc., presented a series of lec- 
tures during the Spring of 1958. This 
book, The Uncommon Man, originates 
with these lectures, the discussions 
which followed, and some additional 
material of considerable quantity at a 
subsequent date. “The thesis of this 
book,” writes Dean Courtney Brown 
in the preface, “is that all organiza- 
tions, nations, societies, and civiliza- 





1. Crawford H. Greenewalt. The Uncommon 
Man. New York: McGraw-Hill Book Com- 
pany, Inc., 1959. 
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tions will prosper and advance only to 
the extent that they can encourage 
common men to perform uncommon 
deeds. ... Every human association 
depends on the individual; on his skills 
and on his acceptance of responsibili- 
ties to conduct organizational affairs 
with effectiveness.” 

Impossible as it is to summarize any 
book in one sentence, I should never- 
theless like to try, along with Dean 
Brown and his prefatory statement. 
Mine would be this, as I view Mr. 
Greenewalt’s thesis: Business organi- 
zations are accumulations of individ- 
uals whose rewards, being financial at 
all levels, are most especially important 
at the highest level of producing and 
continuing leadership, for here as well 
as at other levels one will find common 
men performing uncommon tasks pro- 
vided and only provided these pecuni- 
ary rewards are not taxed away by a 
high progressive income tax which in 
itself is immoral, since it ruins busi- 
ness by crushing incentives and free- 
dom as well as the owner-manager 
principle, the philanthropist, and even 
the outlook for science. 

It is thus that the organization man 
of the twentieth century is set in an 
eighteenth century characterization 
which consequently produces a number 
of anomalies. I hope the reader will 
not misunderstand this, for I do not 
mean it in a derogatory way at all. 
Mr. Greenewalt is a highly respected 
and responsible citizen and entitled to 
every courtesy. All I wish to do is to 
quarrel with his ideas by saying that 
they belong to a past era and are in- 
applicable to the present century. His 
are the anomalies of what is commonly 
known as the “cultural lag’. 

Running throughout the book, for 
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example, is the theme that the organi- 
zation however large or small is merely 
a collection of the individuals that 
make it up. This appears in nearly all 
ten of the lectures but most especially 
in the first two and toward the end 
(p. 123). “In whatever field a given 
organization operates,” he writes (p. 
26), “it is nothing more than the sum 
total of the talents, the aspirations, 
and the characters of the human build- 
ing blocks of which it is made...” This 
is a keystone idea on which depends all 
of eighteenth century laissez-faire. To 
paraphrase Adam Smith’s famous book 
of 1776, “the wealth of nations depends 
on the riches of the individual, for the 
nation is nothing more than a collec- 
tion of individuals.” 

What Mr. Greenewalt both ignores 
and refuses to make a part of his sys- 
tem of economics (because he cannot) 
is the later concept that the whole is 
not merely the sum of its parts. Many 
of the intellectual giants of the nine- 
teenth century—Hegel, Fichte, Comte, 
and others—pointed out most clearly 
that the whole of an organization has 
character, attitudes, and (as we say 
nowadays) an image unto itself as an 
entirety. This comes about because 
work is rooted in cooperative efforts 
since the industrial revolution. This, 
therefore, produces an anomaly even 
in Mr. Greenewalt’s own book, for he 
writes at some length (pp. 20-23) on 
the present day importance of team 
play in all organizations. Man does 
not work or invent alone, he argues. 
“Rugged individualism” as an idea has 
become what some have termed “rag- 
ged individualism,” and the keystone 
of laissez-faire seems somewhat tat- 
tered and self-contradictory in a so- 
ciety so far removed from the frontier 
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economy of one hundred to two hun- 
dred years ago. 

Consistent with the laissez-faire ap- 
proach is Mr. Greenewalt’s point that 
a corporation has its own checks and 
balances which are to be found in the 
“sovereignty of the market place.” No 
large government or set of rules are 
needed. Business should be left alone, 
for it can govern itself. One sees so 
clearly the shadow of Adam Smith and 
wants to add that “as individuals are 
left alone to seek their own riches in 
whatever way they wish they are 
guided by an unseen hand to promote 
the good of all—the wealth of nations.” 

In this I would remind Mr. Greene- 
walt that the primary reason for the 
antitrust laws, the banking regula- 
tions, the public utility holding com- 
pany act, the transportation rules, the 
pure food and drug act, the Federal 
Trade Commission, even the existence 
of the labor unions themselves (to 
name just a few things) is that they 
are the direct result of the excesses to 
which the business corporations have 
gone in promoting their own welfare 
to the detriment of the community as 
a whole. The shortsightedness in 
“what is good for General Motors is 
good for the country” lies in the fact 
that it is not necessarily so. The indi- 
vidual and the whole are different. 
And society has rung down a twentieth 
century judgment against laissez-faire 
for the most part, because it does not 
work and it has produced irresponsi- 
bility. 

Yet consistent with his thesis of 
individualism is Mr. Greenewalt’s 
great emphasis on the making of 
money as the prime motivation for all 
business activity. Titles, academic 
honors, or a chest full of ribbons, he 
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argues (pp. 40-42), do not shine far 
afield. And again (p. 97), “The prin- 
cipal incentives of the business world 
are financial. . .” Here he goes on to 
repeat his earlier thesis in “Incentives 
and Rewards” (pp. 29-46) that high 
personal income taxes are crushing 
this motivation. If this is true, one is 
tempted to ask Mr. Greenewalt if he 
works hard. Is he driven or led to give 
his very best to his organization? Does 
he work overtime? Is he troubled in 
his dreams by what should or should 
not be done at the office? He seems to 
give us a very clear answer to these 
questions (p. 97), “Out of every dollar 
I was paid by the du Pont Company 
last year, I was able to preserve for 
my own use perhaps 9 cents, yet I work 
just as hard, and I hope just as effec- 
tively, as I would if my gross and net 
compensation were equal. I am sure 
that the same applies to each of my 
associates.” If this is true (and I do not 
doubt that it is for one moment), I 
want to ask only one question: what 
is all this talk then about the high moti- 
vation of the large salary? 

Perhaps his real answer, if I catch 
his argument correctly, is this: I pro- 
duced this income by working hard; 
it is therefore mine and others (mean- 
ing the government) have no moral 
right to take it away from me to the 
extent they do. Notice (p. 89) how he 
argues against a progressive income 
tax not on economic grounds or politi- 
cal grounds but “in the field of morals.” 
This it seems to me is the real key to 
his argument—not motivations, incen- 
tives, carrots, or sticks but a sincere 
belief that I produced it and hence it 
is mine. Note the individualistic ap- 
proach again. Note the ignoring of 
laudable team play (pp. 20-23). Note 
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the consistence of laissez-faire. On 
this I would turn the beacon light of 
Mr. Robert Hale’s statement: 

All incomes, in the last analysis, whether de- 
rived from ownership of property or from 
personal services, are not “products” created 
by the recipients; they are payments derived 
from the rest of the community by the exer- 
tion of some sort of pressure. To say this is 
not to condemn the exertion of such pressure; 
it is the only means a man has, under present 
arrangements, and perhaps under any work- 
able scheme of things, for keeping alive. . . 
The justification of each income must rest on 
some other ground than that the individual 
recipient has “produced” it. 


The further argument for the pro- 
gressive income tax (against which 
Mr. Greenewalt argues so heavily 
throughout his last four chapters) is 
that this is the twentieth century de- 
velopment for economic democracy. 
Even as man sought intellectual de- 
mocracy in the renaissance of the four- 
teenth century, religious democracy in 
the sixteenth century, and political 
democracy in the eighteenth century, 
so also he seeks economic democracy 
and a measure of social justice here in 
the twentieth century. Few seem to 
argue for unlimited, selfish gain to the 
detriment of society. Few wish a civi- 
lization built on the big house sur- 
rounded by mud huts. The progressive 
income tax has become and is a per- 
manent part of modern life and per- 
haps more than any one other thing 
has prevented the prophesies of Kar] 
Marx from coming true in this highly 
productive of all productive ages. 

Finally, I would remind Mr. Greene- 
walt that laissez-faire will produce the 
economic dictatorship of gaint corpo- 
rations just as surely as it will in any 
other field of human endeavor. Unless 
the question of size—economic size 
which means economic power—can be 
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solved, we may be destined toward an 
era of economic feudalism with all the 
anti-intellectualism that the term “the 
dark ages” can mean. One senses this 
in the hope for the mediocrity of secur- 
ity which Mr. Greenewalt himself sees 
(p. 102) and against which he argues 
valiantly for the being of an “uncom- 
mon man.” Yet, this cannot be accom- 
plished with eighteenth century ideals 
and beliefs. If we attempt it we may 
be given a choice between a corporate 
state (fascism) or a socialist state 
(eventual communism). In the words 
of Mr. Eric Johnston, former president 
of the U. S. Chamber of Commerce, 
and a giant among businessmen him- 
self: 

British voters had to make a choice between 
monopoly and cartels versus nationalization. 
Monopoly has been the great curse of British 
industry for many years. Like upper-crust 
titles, it was handed down from father to 
son, permeating every phase of industry. 
That is why I say that European businessmen 
must bear the lion’s share of socialism’s sweep 
over Europe. Capitalism did not fail. The 
businessmen failed capitalism. 

I would urge Mr. Greenewalt not to 
abandon capitalism by resorting to 
ideas and ideals that are out of joint 
with the times. I would urge him to 
uncommon thoughts about the indus- 
trial structure and hence the behavior 
of American capitalism in the rest of 
this, the twentieth century. We do not 
need uncommon men or uncommon 
motivations—we need uncommon be- 
liefs which will produce uncommon 
actions if we are to divert the present 
drift toward industrial feudalism and 
save ourselves out of a presently pre- 
carious situation. 


L. E. Traywick 

Assistant Dean 

Professor of Economics 
Michigan State University 
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